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FINANCIAL HIGHLIGHTS
[dollars in millions, except per share data) 2001 2000 Change
Net premiums written $1.985.6 $1,658.6 14.9%
Net investment income 240.1 234.5 2.4
{Loss) income before income taxes (34.1) 268.0 -
Net income 18.9 211.6 (91.1)
Income, as adjusted ” 197.8 190.1 4.0
Per common share results — diluted:
Net income 0.36 4.03 (91.1)
Income, as adjusted” 3.75 3.62 3.5
Assets 6,741.3 5,522.7 22.1
Stockholders’ equity 1,846.0 1,856.4 (0.6)
Book value per common share 35.33 35.59 (0.7)

*Represents net income excluding the following: 2001 - the after-tax amounts of realized net capital losses, catastrophe losses (principally related to the
September 11th attacks) and the charge related to Enron Corporauon; 2000 - after-tax realized net capital gains.
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LETTER TO STOCKHOLDERS

TRANSATLANTIC
REMAINS STRONG

The terrorist attacks of September 11 had a profound impact on all of us, overshadowing
all else that occurred in 2001. The suffering from this irreparable human tragedy has
been staggering, and the economic losses severe. Thankfully, no Transatlantic employees
or immediate family members were lost — though many of our colleagues and friends
were not so fortunate. A dedication to all those who were affected follows this letter.

While the financial impact of the terrorist attacks was significant, Transatlantic
Holdings, Inc. remains financially and operationally strong. Net income for 2001 was
$18.9 million, or $0.36 per share, which includes after-tax catastrophe losses of $139.8
million (principally from the September 11th attacks) and an after-tax charge of $39.0
million for Enron reinsurance exposure. The scope and size of 2001 catastrophe losses
were by far the largest ever encountered by our industry. Net income for 2000 totaled
$211.6 million, or $4.03 per share, and no catastrophe losses were reported for that
year. Excluding the after-tax impact of the abovementioned charges and realized cap-
ital (losses) gains, 2001 income would have improved to $197.8 million, or $3.75 per
share, versus $190.1 million, or $3.62 per share, in the prior year.

Transatlantic’s financial condition and business franchise remain on extremely solid
tooting. The improvement in market conditions in virtually all lines, which began in
2000, intensified after September 11 — as did the flight to quality resulting from the
heightened awareness of the need to obtain reinsurance from financially strong companies.

Both our domestic and international operations reported strong growth as market con-
ditions became more favorable. Overall, net premiums written rose 15 percent to $1.91
billion in 2001, and net investment income increased to $240 million. Operating cash
flow, totaling $242 million, represented a large improvement over the prior year.

The unusual charges discussed above limited our return on equity to 1.1 percent this
year, compared to an estimated -2.4 percent for the Property and Casualty Industry.
Excluding such charges, our return on equity would have reached 10.6 percent.
Stockholders’ equity amounted to $1.85 billion at year-end. It has risen at a compound
annual rate of 14 percent over the last 10 years.

Our 2001 combined ratio was 114.9 wversus 99.9 in the prior year.
Pre-tax catastrophe losses and the pre-tax loss related to Enron Corporation
added 12.0 and 3.4, respectively, to the combined ratio in 2001. Loss and loss
adjustment expense reserves totaled $3.7 billion at year-end 2001.

In the second quarter of 2001, the Board of Directors declared a three-for-two common
stock split, which was paid on July 20. At the same time, the Company raised its quarterly
dividend, as it has every year since 1990, when Transatlantic became a public company.
The quarterly dividend was increased by 7 percent to $0.096 per common share.




Maurice R. Greenberg Chairman (left)
Robert F. Orlich President and CEO

Our stock price, with dividends reinvested, rose 30 percent during 2001 and almost 700
percent since 1990. This performance substantially exceeded that of the Insurance
(Property-Casualty)-300 index and the S&P 500 index during those periods.

Qur debt-free balance sheet, with assets of $6.7 billion, continues to be among the
strongest in our industry. We follow a conservative investment philosophy, with over
94 percent of our bond portfolio rated “AA” or better. Our subsidiaries, Transatlantic
Reinsurance Company (TRC), Putnam Reinsurance Company and Trans Re Zurich
(TRZ) are rated “A-++ (Superior)” by A.M. Best Company — the highest rating issued;
and TRC is rated Aal (“Excellent”) by Moody’s Investors Service. TRC, Putnam and
TRZ are each rated “AA” by Standard & Poor’s.

We produced these results in an especially challenging industry environment. Major
catastrophe losses affected our industry and strained capital resources during the year.
The resulting price improvements attracted investors to add capital to the market
through the formation of new companies, principally in Bermuda, and prompted certain
existing companies to enhance their capital base; however, only a portion of the capital
drained by the record catastrophe losses has been replaced. Moreover, the fact that
pricing has improved in virtually all lines does not necessarily translate into universal
pricing adequacy.

While we strongly believe that the federal government must be the reinsurer of last
resort for terrorism risk, which in the broadest sense cannot be accurately measured or
priced, we are selectively underwriting certain risks with terrorism exposures and eval-
uating each on its own merits.
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COMMITMENT TO

UNDERWRITING DISCIPLINE

UNITED STATES

INTERNATIONAL

As a lead reinsurer on much of our business, we know that we must continue to focus
on 'maintaining product and geographic diversification, tailoring our products and
value-added services to the needs of clients, and maintaining an unfailing commitment
to underwriting discipline.

In 2001, domestic net premiums written increased by 20 percent, to $1.01 billion,
with significant growth in auto, general casualty and certain professional liability classes.
While the marketplace remained competitive in 2001, rate strengthening occurred
across many lines as the year progressed, particularly after September 11. Most of the
impact of these increases will not be felt until 2002, as major segments of our business
renew on January 1 and July 1.

Transatlantic is the largest broker-market reinsurer in the United States and a recognized
leader and innovator in specialty casualty classes. These classes include medical malprac-
tice, accident and health, other professional liability, directors’ and officers” liability and
environmental impairment liability. The increased loss severity reported in medical mal-
practice and directors’ and officers’ liability classes during the year — and the general
reduction in risk appetite on the part of some of our competitors as they assessed the
overall impact of the events of September 11 — resulted in thinning market capacity and
improved pricing for these classes.

In 2001, we continued to focus our attention on other key product areas as well, includ-
ing: general property lines, ocean marine, aviation and space, surety and casualty clash.
In addition, we increased our property catastrophe excess-of-loss and property faculta-
tive writings as a result of the growing demand and improved pricing environment for
these products in the wake of a net withdrawal of capacity from the market.

Internationally, net premiums written grew by 10 percent in 2001, to $893 million, as
each office drew on its local expertise and on the full range of Transatlantic’s worldwide
resources. International business accounted for 47 percent of total net premiums writ-
ten. American International Group, Inc. (AIG) — which has a 60 percent ownership
interest in Transatlantic — continued to bring us valuable access to markets worldwide.

Europe and the Middle East Net premiums written increased strongly in our largest
international region, principally as a result of positive developments in our motor book.
Overall, we were able to attain meaningful rate improvements as the year progressed.
Our prime European locations — in London, Paris and Zurich — coordinate their efforts
in developing our European business. Nowhere was the insurance impact of the events
of September 11 felt more heavily than in the London market, where almost all lines of
business met with substantial pricing corrections and coverage restrictions.




Our newer representative offices — in Warsaw, Poland (opened in 2000) and in Sydney,
Australia (opened 1n early 2001 and reporting to our London office) — are helping us to
gain better access to promising markets. Moreover, through our late-2000 acquisition
of a 40 percent interest in Kuwait Reinsurance Company (K.S.C.), we continue to
expand our business opportunities in Middle Eastern and North African markets.

The Americas (other than the United States) In both our Canadian operation and our
Latin American and Caribbean Division — which includes our Buenos Aires and Rio de

Janeiro representative offices — net premiums written grew significantly, as our core
property and casualty products reported gains and we continued to make meaningful
progress in further diversifying our portfolio. The Latin American and Caribbean
Division’s internal restructuring on the basis of product lines benefited us by enhancing
responsiveness to clients’ needs and market conditions. Rates have firmed in that region
as a reduction of industry capacity and a flight to quality continued to characterize markets
there. While there are many positive signs afoot in Latin America, we need to remain
vigilant in monitoring evidence of political and economniic turmoil in certain countries.

Asia Our Asia Pacific regional hub in Hong Kong manages the operations of our Hong
Kong and Tokyvo branches and our Shanghai representative office. In 2001,
Transatlantic capitalized on the improving property facultative market by bringing
needed capacity and expertise to the region. We also further diversified our treaty book,
which has focused traditionally on property lines, by growing our liability business and
writing new opportunities in specialty casualty, surety and other areas where we have a
competitive advantage. Net premiums written in the region remained level as gains
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were offset by premium reductions — a predictable result of our disciplined risk selection
across all lines — and our conservative policy towards underwriting catastrophe-exposed
pro rata property business.

Despite disappointing results in 2001, due to the unusual loss activity that significantly
affected our industry, Transatlantic continued to strengthen and build its business for the
future. We increased premium volume under improved market conditions and we
expect that trend to continue in 2002. We should also benefit from our skill in providing
reinsurance products that meet the needs of our clients — and from our ability to provide
those products in a timely and effective manner.

In closing, we would like to thank our skilled and dedicated staff, whose efforts are
responsible for Transatlantic’s success and our company’s ability to maintain a leadership
role within its industry. In the aftermath of September 11, our staff members displayed
remarkable courage and professionalism — and kept Transatlantic operating in the days
immediately following the attacks. We also deeply appreciate the support and well
wishes we received from colleagues and friends both here and abroad.

/@@M L i

M. R. Greenberg Robert F. Orlich
Chairman President and
Chief Executive Officer
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The terrorist attacks of September 11 left a tragic loss
: of life in their wake. We at Transatlantic mourn the
loss of former employees, as well as colleagues, friends
and other innocent victims who perished; they and
their families and friends are in our thoughts and
prayers. We pay tribute to the heroes from our uni-
formed services, along with the brave civilians who
joined them on the ground and in the air, for the
incredible courage they displayed in saving many lives
— at grave risk to their personal safety.

The human tragedy is irreparable. A nation and free-
| dom-loving people everywhere were left scarred — but
5 firmly united in their resolve to overcome this evil.

Since Transatlantic’s world headquarters 1s just four
blocks from the World Trade Center site, our people
were directly exposed to this event. We have never
been prouder of them and of the determination
and strength they consistently display in making
Transatlantic a resilient and cohesive organization, pre-
pared to meet the challenges that lie ahead.

TRANSATLANTIC HOLDINGS, INC.
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REVIEW OF OPERATIONS

Transatlantic Reinsurance Company, Trans Re Zurich (TRZ) and Putnam Reinsurance
Company are the principal operating companies of Transatlantic Holdings, Inc. The
Transatlantic group structures traditional and non-traditional programs for a full range of
treaty and facultative products worldwide, with an emphasis on specialty classes. We reinsure
a diverse spectrum of cedants, including captive insurance companies and risk retention
groups. Our global operations are headquartered in New York, and we have an international
network of offices located in the Americas, Europe, Africa, Asia and Australia.

For 2001, Transatlantic’s net premiums written increased 15 percent to $1.91 billion, as
our domestic and international operations grew significantly in an improving rate envi-
ronment. Despite the cost of the terrorist attacks, our company remained strong. We made
significant strides in many business classes worldwide, as both property and casualty net
premiums written increased. In addition, we continued expansion of our global network
by opening a representative office in Sydney, Australia during the year, to provide us with
better access to indigenous business.

The capital drain on the industry from the attacks of September 11 reduced market capacity
and enabled financially strong companies like Transatlantic to write increased business on
more favorable terms. However, these market improvements also prompted the formation
of new companies, principally in Bermuda, and attracted additional capital to certain exist-
ing ones late in the year. Despite these market improvements, which have been tempered by
the introduction of new capital, the risk appetites of some of our competitors and their abil-
ity to service clients have diminished since the attacks — adding to our competitive edge.

Worldwide, treaty reinsurance totaled 96 percent of net premiums written in 2001. The
balance represented facultative accounts. Casualty lines accounted for 79 percent of our
business, while property lines totaled 21 percent. Business written by our international
offices represented 47 percent of total 2001 net premiums written.

international and Domestic Property and Casualty
{net premiums written in millions of (net premiums written in milliens of
dollars and percentage breakdown] dollars and percentage breakdown)
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UNITED §TATES IDomestic net prenmiiums written grew 20 percent in 2001 to $1.01 billion, driven by
auto, general casualty and certain professional liability classes. Following is a discussion of
the activities of our major product groups:

Specialty Casualty Transatlantic’s specialty casualty net premiums written remained
level at $401 million. Premium volume grew in medical malpractice, directors’ and
officers’ liability and other professional liability lines — classes in which increased loss
severity industry-wide and, after September 11, a general reduction in the risk appetite
of our competitors, resulted in reduced market capacity. In the accident and health and
environmental arcas, we selectively reduced net premiums written.

Transatlantic’s underwriters capitalized on their extensive knowledge of specialty casualry
classes to develop solutions and react effectively to business opportunities. We also
benefited greatly from their commitment and responsiveness to clients — and from our
company’s flat management structure, which allows underwriters to make decisions
quickly and efficiently. During the year, we continued to consider all types of reinsurance
structures carefully, while targeting excess-of-loss contracts in particular.

In medical malpractice and other professional liability, we actively sought out oppor-
tunitics in physicians’, lawyers’, architects’ and engineers’ classes, where market
correction has benefited the pricing structure. Also, in accident and health lines, we
concentrated our efforts on employers’ stop-loss placements that typically have repre-
sented favorable, sustainable business.

Transatlantic is the leading broker-market reinsurer for these classes in both the treaty
and facultative areas. The reduced capacity, particularly in the London market, created
opportunities for us over the past year, and we plan to make further inroads in 2002.
Transatlantic remains an industry leader in the specialty casualty area and is well
positioned for future growth in these lines.
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General Casualty Capitalizing on the steadily improving rate environment in 2001,
our General Casualty department experienced strong growth in most lines of business.
Overall, our general casualty net premiums written increased by 55 percent to $452
million, led by our private passenger auto book. Significant losses from the September
11th attacks impacted several of the classes we write in general casualty — most signif-
icantly, casualty clash and aviation — but the impact of these significant losses created
opportunities in many classes.

Our highly specialized umbrella/excess book continues to be well balanced between
first layer umbrella programs and low frequency/high severity capacity programs.
Owverall, in this area, we are witnessing lower treaty capacity for individual ceding
companies — a trend which should lead to better pricing in 2002.

Transatlantic remains a significant lead market for casualty clash business because of our
company’s responsiveness, creativity and capacity. As pricing improved during the
year, we increased our involvement with our most important casualty clash clients and
also added a number of new clients.

The improvement in market conditions also benefited our aerospace, ocean marine
and offshore energy lines in 2001. We expect these improvements to continue in 2002.
With reduced capacity in the marketplace, increased opportunities for both traditional
and non-traditional programs should arise in each of these sectors.

The performance of our private passenger auto book, which consists primarily of non-
standard business, suftered due to the combination of weak rates and the increasing
costs of automobile repair, fraud and medical expenses. Rate corrections, which began
during the year, prompted us to significantly increase premium volume in 2001. The
full benefit of these actions should be reflected in 2002 results.

In addition, we have been exploring possibilities for territory expansion with existing
profitable clients, monitoring the marketplace to identify states that have made positive
regulatory changes. And we will continue to set ourselves apart by providing “value-
added” services in areas such as claims, actuarial, systems and legal to supplement the
resources of our clients.

Our company’s superior financial strength and continued adherence to strong under-
writing discipline should result in an increased number of opportunities that we can
successfully convert into favorable returns,

Surety, Credit and Financial Guaranty Net premiums written increased 19 percent
over 2000 to $54 mullion, as Transatlantic retained its position as one of the largest
writers of surety and credit reinsurance on a worldwide basis. As a leader in this area,
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we write a wide range of covers, both proportional and non-proportional; and we target
the most desirable national, regional and emerging writers — ones that demonstrate
thorough product knowledge and a commitment to success. We also support municipal
bond underwriters by offering reinsurance capacity for the general obligation segment
of their portfolios.

Unfortunately, the downturn in the global economy in 2001 adversely impacted our
surety and credit lines, with surety showing the more pronounced deterioration in
results. In addition, Transatlantic recorded a significant charge to earnings in this year’s
fourth quarter due to its reinsurance exposure related to Enron Corporation, primarily
in the surety line.

Demand for products remains high, while industry capacity has greatly diminished. We
expect rates to continue to rise — and we are confident that a renewed underwriting
effort by our clients, coupled with our restructuring and re-pricing of the reinsurance
products we offer, will benefit results. In addition, an increasing flight to quality in
these lines, in the midst of capacity reduction, should give us an added competitive
advantage as well.

Property [mproved market conditions within the catastrophe excess-of-loss and fac-
ultative areas created numerous new business opportunities for our Property department
in 2001. For the year, net premiums written grew to $106 million. While underlying
primary rate improvements were not very significant until after September 11, rein-
surance treaty terms improved progressively throughout the year.

During 2001, treaty pro rata and catastrophe excess-of-loss business, written on a
traditional or industry loss-warranty basis, remained the department’s focus. We offer
these products across a number of different property lines — including homeowners,
commercial, on-shore energy and inland marine reinsurance. In addition, our facultative
unit continues to offer one of the largest capacities within the broker marketplace at a
time when many other reinsurers are scaling back their portfolios or exiting the business.

The events of September 11 are re-shaping our industry within certain areas. In 2002,
we anticipate that the marketplace will adopt a more conservative approach towards
estimating probable maximum loss (PML) exposures. As a result, we expect to see
greater demand for per-risk and facultative products, along with greatly improved
terms in both those areas. Also, pro rata capacity is expected to shrink as reinsurers
attempt to improve the risk/reward relationship.

Despite the arrival of billions of dollars of new capacity by way of Bermuda in 2001,
and capital infusions to certain existing entities, we believe that market pricing will
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TORONTO

continue to firm. We have expended considerable effort to fine-tune our catastrophe-
loss modeling techniques — enhancing our ability to serve our regional clients. We are
confident that our production resources and depth of underwriting talent will
enable us to take full advantage of opportunities created by the currently accelerating
flight to quality.

Non-Traditional In the Non-Traditional area, we add value for cedants by customiz-
ing reinsurance products that combine elements of risk transfer and finance to solve
unique risk financing problems. Transatlantic’s most significant non-traditional prod-
ucts are finite risk programs providing coverage for losses from catastrophic events and

third party liability exposures.

We expect that opportunities for finite risk and other non-traditional solutions will
increase as traditional capacity is reduced in the market. Our underwriting discipline
and financial strength position us well in this new environment where comprehensive
risk management, financial strength and quality are valued above all else.

Throughout 2001, our Toronto branch continued to expand its traditional property
and casualty treaty classes. In addition, our Canadian office remained a market leader
in surety and significantly enhanced its facultative casualty portfolio, which doubled
in volume. Most key treaty lines grew, including commercial property and home-
owners catastrophe excess-of-loss, and auto reinsurance. Both property and casualty
facultative premiums rose year over year. For 2001, net premiums written increased 38
percent from 2000, to $35 million.

Part of the Toronto branch’s success in 2001 reflected ongoing industry consolidation
in Canada, which has allowed our underwriters to pick up larger shares on new and
existing accounts. Rising rates across virtually all lines of business also made a direct
contribution to results during the year.

Our Toronto branch’s strategy is to target primary companies that truly require
reinsurance support to carry on their operations — and to avoid companies that pur-
chase reinsurance opportunistically, only when terms are in their favor. As a federally
licensed reinsurer in Canada, we seek broad-based growth across the entire nation,
providing reinsurance protection to both national and regional insurance carriers.
Reliable, consistent and committed to long-term client relationships, our seasoned
Canadian underwriting staft 1s able to take full advantage of Transatlantic’s lead market
position and financial strength to uncover opportunities in a continually changing
industry landscape.

Due to the increased firming of market conditions after September 11, prospects for
2002 look quite solid. Casualty covers are a target class for 2002 — since pricing had
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attained favorable levels — and we are optimistic about the growth potential of our
property and casualty facultative portfolios.

The Latin American and Caribbean Division, with its headquarters in Miami, increased
its market penetration within the region in 2001 by capitalizing on the current market
flight to quality and a reduction in industry capacity. In addition, the Division’s internal
restructuring on the basis of product lines enhanced its responsiveness both to clients’
needs and to market conditions. Overall, net premiums written by the Division rose 9
percent from 2000, to $90 million, due primarily to increases in our property lines.

Increases in market pricing and deductible levels — coupled with the region-wide
capacity reduction brought on by industry consolidation, earlier soft market conditions,
and political and economic turmoil in several countries — improved the Division’s
results. Much of the hardening in prices, which gained momentum after September
11, was underway earlier in the year.

Transatlantic continues to be successful in Latin America and the Caribbean because
our local underwriters capitalize on their unique client relationships to create ongoing
opportunities over the long-term. We view cedants in the region as partners, and con-
sequently they often consult with us at the outset of projects even if we are not the
lead reinsurer on a given program. Moreover, we have a broad presence in the region,
providing capacity for a diversified product portfolio across markets from Mexico to
Chile to the Caribbean. During the year, both the Buenos Aires and Rio de Janeiro
representative offices continued to fare well.

The Latin American and Caribbean Division’s business strategy for 2002 is to increase
penetration within its existing portfolio by building ever-closer relationships with its
clients. While there are many positive signs afoot in Latin America, we need to monitor
conditions for evidence of political and economic unrest in certain countries.

Opverall, we expect to see premium growth in most classes of business as our clients
favor companies that have remained consistent and committed to the region.

OR®)
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Integrity and trust are the cornerstones of
our business dealings.




LEBREZON The past year proved to be both challenging and encouraging for Transatlantic’s
London branch. Better pricing, terms and conditions throughout the first half of 2001
positively affected all classes of business. The September 11th attacks significantly hurt
results; but market conditions improved appreciably due to the net capacity drain from
the record industry-wide losses. For the year, net premiums written totaled $410
million, 12 percent up from 2000.

The events of September 11 hastened changes already in progress industry-wide,
producing a renewal season with greatly improved market conditions. Nowhere was
the insurance impact felt more heavily than in the London market, where virtually
every line of business met with substantial pricing correction and coverage restrictions.

Motor pro rata business was the most significant contributor to premium growth
in 2001, as this class continued to enjoy significant rate increases. Also, the branch
increased its property catastrophe premium base as rates continued to become
more attractive in the extended wake of numerous international catastrophe losses
since late 1999,

In addition to the office’s largest lines of business — property and motor — the branch
continued to support clients with its breadth of expertise across a broad array of other
products, including engineering, professional liability, marine and aviation, credit and
mortgage indemnity reinsurance. In the engineering area, the office reintorced its
position as a market leader while expanding its non-proportional account and taking
advantage of this segment’s “back to basics” trend. Establishing a Sydney representative
office in 2001, in addition to our existing exclusive South African representative
arrangement, has enabled Transatlantic to identify attractive new clients, as well as to
better serve our existing client base.

17




O O ZUROZ2E conTINUED

18

PARIS

Transatlantic has been operating in London for nearly 20 years. We are one of the
largest and most stable London market underwriters because of our financial security,
strong broker ties and international network of offices. Our underwriting philosophy
and style are well known to our brokers and cedants alike, and we remain focused on
pricing discipline. Responsible underwriting coupled with prompt and flexible solutions
for our cedants have allowed us to establish enduring relationships that have survived
even the most difficult reinsurance market. We continue to believe that balanced,
mutually beneficial transactions lead to the best results for all parties involved. As a result
of our approach, we remain heavily involved in almost all avenues of reinsurance activity
in London.

While motor should remain the largest component of our account for 2002, we will
seek to grow the London office’s property catastrophe, property facultative and
professional liability portfolios. The aviation market premium is expected to increase
dramatically during the year, spurring growth in our aviation portfolio at higher rates.
The catastrophe portfolio should see price improvements driven by Transatlantic’s
excellent credit rating and our status as a committed London reinsurer. Shrinking prop-
erty treaty capacity, combined with a decrease in cedants’ maximum hne size, should
result in a greater flow of attractive property facultative opportunities. Our
protessional liability growth will likely come from improved original rates, as well as a
continued contraction of reinsurance capacity. All in all, we envision building an
expanded, more balanced portfolio in the year ahead.

Our Paris office continued to solidify its presence in Europe throughout 2001, taking
advantage of improved reinsurance conditions to further develop its motor book, the
office’s most significant class of business. Because market conditions were somewhat
soft early in the year in parts of the region and in certain lines, the office reduced its
exposure to these areas, focusing instead on developing its catastrophe book in various
territories as well as building its portfolio in Eastern Europe. For 2001, net premiums
written totaled $137 million, remaining level with last year.

The strain of the September 11th attacks caused reinsurance conditions to improve in
most classes of business throughout Europe, adding to the general market improvement
that had already been occurring for more than a year. The exceptional security that
Transatlantic provides, and the Paris branch’s well-established presence in Europe, put
the office in a good position to take advantage of an environment characterized
by reduced industry capacity. The experience of our underwriting professionals,
combined with the office’s reputation as a solid and flexible reinsurer that emphasizes
long-term relationships and customized reinsurance solutions, should help to attract
favorable business.
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In addition to strong increases in catastrophe excess-of-loss pricing, general property
rates are also rising sharply after numerous years of unfavorable results. Motor results
have been improving rapidly in Germany and Poland, two key countries for us.
Similarly, conditions in the professional liability area are recovering. These improvements
should allow the branch to expand its book in 2002 in an improved rate environment.

Our Trans Re Zurich (TR Z) subsidiary achieved strong premium growth in 2001 by
focusing on targeted markets and developing important strategic alliances with our
clients. Even after the pruning of under-performing business, net premiums written
increased 14 percent from 2000, to $140 million.

In the wake of the September 11th attacks, several of our Zurich office’s competitors
withdrew from key markets. Consequently, remaining market participants sought out
cedants that had increased underlying rates. TRZ has benefited both from the market
hardening and from renewed demand for high-quality, secure reinsurance.

TRZ offers a full array of traditional and non-traditional products to specifically
targeted markets and quality companies within those markets. The company’s most
significant territories are Italy and France — with its largest lines of business being
motor, property, agriculture and casualty lines.

Though the life area generates only a modest amount of premium volume, TRZ has
established itself as a sophisticated niche reinsurer that will assist its partners in devel-
oping new products. We have targeted Western Europe and South Africa for selective
growth in the long-term life area.

In the future, we expect further improvement in reinsurance pricing — and also
improvement in contract terms, as underwriters apply more restrictive underwriting
criteria. TRZ should be able to build on its success in the motor business in Italy, pen-
etrating other classes in that country.

We are confident that TRZ will be able to take advantage of its many strengths —
including its excellent in-house actuarial team, its status as a leading broker-market
reinsurer and the broad array of Transatlantic’s resources at its disposal — to capitalize
on opportunities wherever and whenever they arise.
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Our Asla Pacific operations benefited in 2001 by recogniziag early on that the property facultative market was
tightening. We reacted by suecessifully expanging eur reglonal underwriting unlt = bringing mueh reeded
eapacity and expertise te the proparty feultative market in Asie. We alse further diversified our tresty beelk
by grewing sur lability business. We underwrete new epportunities in specialty casvalty, sursty ane ether
greas where we have 8 strong competitive advantage. in & tghtening catastrophe axcess-of-loss markeat in
sapan, eur yneerwriters wers able to taks advantege of Transailantie’s superior financlal strength te write
bigger Unes 2t mere faverable prices.

Asia-

Net Premiums
Written

[ millhions af dodare,
H3 R0 81

For the year, Transatlantic’s net premiums written in the region remained relatively
level compared to the prior year, at $81 million, reflecting disciplined risk selection and
our conservative policy towards underwriting catastrophe-exposed pro rata property
business. The Hong Kong branch reported a rise in net premiums written to $55 million,
while the Tokyo branch’s volume declined to $26 million.

In addition, during 2001, we increased our excess-of-loss wind/tlood catastrophe exposure
in Japan at improved prices; and we expanded our client hist and premium volume
in South Korea, while increasing the size of our directors’ and officers’ lability and
professional indemnity books there as well. We also expanded our surety and credit
insurance portfolio in South Korea and effectively used our Shanghai representative
office to increase our company's visibility in China. Taiwan, Japan and South Korea
continue to generate the majority of business written in Asia.

Our formula for success in Asia stresses giving underwriters sufficient autonomy to com-
pete effectively in the market. It also includes combining marketing and underwriting
capabilities while utilizing a network of specialty underwriters and territorial generalists,
who work together and are responsible for the development and results of their own
books of business. Transatlantic has been well-established in the region for well over a
decade — providing significant capacity for both treaty and facultative property accounts,
as well as a full range of innovative reinsurance products.

Looking to the future, we foresee a reduction in pro rata property and catastrophe
excess-of-loss capacities throughout the region — coupled with a dramatic increase in
demand for facultative products due, in large part, to the September 11th attacks. We are
pleased with our recent progress in Asia and look forward to continued success in the region.
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TRANSATLANTIC HOLDINGS, INC. AND SUBSIDIARIES

SELECTED CONSOLIDATED FINANCIAL DATA

The following Selected Consolidated Financial Data is prepared in accordance with accounting principles generally accepted
in the United States of America. Such data include the results of TRZ subsequent to the date of its acquisition by TRC in
mid-1996 accounted for as a purchase. The financial information below should be read in conjunction with the Consoli-
dated Financial Statements and accompanying notes included elsewhere herein.

Years Ended December 31, 2001 2000 1999
(in thousands, except per share data and ratios)
Statement of Operations Data:
Net premiums written $1,905,647 $1,658,579 $1,498,524
Net premiums earned 1,790,339 1,631,536 1,484,634
Net investment income 240,083 234,485 230,739
Realized net capital (losses) gains (240) 33,098 82,793
Total revenues 2,030,182 1,899,119 1,798,166
Operating (loss) income (33,786) 268,064 236,235
(Loss) income before income taxes
and cumulative effect of accounting changes (34,107) 267,982 236,097
Income before cumulative
effect of accounting changes 18,892 211,638 187,362
Cumulative effect of accounting changes @ — — —
Net income 18,892 211,638 187,362
Per Common Share: @
Income before cumulative
effect of accounting changes: ©®
Basic $ 0.36 $ 4.06 $ 3.60
Diluted 0.36 4.03 3.58
Net income: 3
Basic 0.36 4.06 3.60
Diluted 0.36 4.03 3.58
Cash dividends declared 0.38 0.35 0.32
Share Data: @3
Weighted average common shares outstanding:
Basic 52,224 52,127 52,056
Diluted 52,736 52,475 52,324
Balance Sheet Data (at year end):
Investments and cash $5,004,431 $4,391,226 $4,333,462
Assets 6,741,303 5,522,672 5,480,198
Unpaid losses and loss adjustment expenses 3,747,583 3,077,162 3,304,931
Unearned premiums 553,734 418,621 397,783
Stockholders’ equity 1,846,010 1,856,365 1,642,517
Return on Equity ® 1.1% 11.2% 8.7%

(I) Represents a benefit of $47,000 and a charge of $660 for the cumulative effect of adoption of accounting standards related to income taxes

(SFAS No. 109) and postretirement benefits (SFAS No. 106}, respectively.

(2) Share and per share data have been retroactively adjusted, as appropriate, to reflect common stock splits.
(3) All periods reflect the adoption of the accounting standard related to earnings per share (SFAS No. 128).

(4) Return on equity is net income, excluding cumulative effect of accounting changes and realized net capital (losses) gains, net of income taxes,

expressed as a percentage of average stockholders’ equity, excluding net unrealized appreciation (depreciation) of investments, net of income taxes.
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10-Year Annual

Compound
1998 1997 1996 1995 1994 1993 1992 Growth Rate
$1,393,700 $1,294,136 $1,142,515 $1,009,227 $ 866,665 $ 631,023 $ 482,435 14.7%
1,380,570 1,259,251 1,130,633 981,177 - 851,183 581,056 477,841 13.7
222,000 207,646 192,636 172,876 153,594 138,902 129,971 7.1
120,899 32,939 18,668 11,119 14,911 5,697 11,103 —
1,723,469 1,499,836 1,341,937 1,165,172 1,019,688 725,655 618,915 12.5
323,580 236,096 197,518 165,320 122,545 96,573 84,603 —
323,351 234,726 196,320 163,799 119,262 93,618 83,806 —
247,523 185,500 154,860 131,858 101,627 86,743 71,655 —
— — — — — 46,340 — —
247,523 185,500 154,860 131,858 101,627 133,083 71,655 —
$ 4.76 $ 3.58 $ 2.99 $§ 255 $ 1.97 $ 1.68 $ 1.39 —
4.73 3.56 2.98 2.55 1.97 1.68 1.39 —
4.76 3.58 2.99 2.55 1.97 2.58 1.39 —
4.73 3.56 2.98 2.55 1.97 2.58 1.39 —
0.29 0.26 0.22 0.19 0.16 0.13 0.11 15.0%
51,955 51,819 51,711 51,613 51,530 51,494 51,451 —
52,297 52,126 51,890 51,788 51,636 51,624 51,551 —
$4,328,833 $3,992,519 $3,589,889 $2,987,915 $2,497,062 $2,361,067 $2,022,605 10.8%
5,253,249 4,834,980 4,379,141 3,898,967 3,457,779 3,169,581 2,826,172 11.8
3,116,038 2,918,782 2,733,055 2,388,155 2,167,316 1,890,178 1,769,486 11.7
386,652 366,640 343,936 291,568 249,098 222,625 167,557 —
1,610,139 1,356,659 1,137,306 988,502 763,368 771,854 562,276 14.0
12.7% 14.6% 14.7% 14.9% 12.7% 13.5% 12.1% -
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TRANSATLANTIC HOLDINGS, INC. AND SUBSIDIARIES

MANAGEMENT"S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING INFORMATION

This Annual Report and other publicly available documents
may include, and Transatlantic Holdings, Inc. and its sub-
sidiaries (collectively, TR H) officers and representatives may
from time to time make, statements which may constitute
“forward-looking statements” within the meaning of the
Private Securities Litigation Reform Act of 1995. These
statements are not historical facts but instead represent only
TRH’s belief regarding future events and financial perfor-
mance, many of which, by their nature, are inherently uncer-
tain and outside of TRH’s control. These statements may
address, among other things, TRH’s strategy and expecta-
tions for growth, product development, government and
industry regulatory actions, market conditions, financial
results and reserves, as well as the expected impact on TRH
of natural and man-made (e.g., terrorist attacks) catastrophic
events and political, economic, legal and social conditions. It
is possible that TRH’s actual results, financial condition and
expected outcomes may differ, possibly materially, from
those anticipated in these forward-looking statements.

FINANCIAL STATEMENTS

The following discussion refers to the consolidated financial
statements of TRH as of December 31, 2001 and 2000 and
for each of the three years in the period ended December 31,
2001, which are presented elsewhere herein. TRH’s princi-
pal operating subsidiaries are Transatlantic Reinsurance
Company (TRC), Trans Re Zurich (TRZ) and Putnam
Reinsurance Company (Putnam).

In August 1998, American International Group, Inc.
(AIG, and collectively, with its subsidiaries, the AIG Group)

CRITICAL ACCOUNTING POLICIES

Our discussion and analysis of the financial condition and
results of operations are based upon our consolidated finan-
cial statements which have been prepared in accordance with
accounting principles generally accepted in the United States
of America. The preparation of these financial statements
requires the use of estimates and judgments that affect the
reported amounts and related disclosures. We rely on histor-
ical experience and on various other assumptions, that we
believe to be reasonable under the circumstances, to make
judgments about the carrying values of assets and liabilities
that are not readily apparent from other sources. Actual
results may differ materially from these estimates.

‘We believe the following critical accounting policies
contain the more significant judgments and estimates
used in the preparation of our consolidated financial
statements.

Loss Reserves—TRH’s unpaid losses and loss adjustment
expenses, net of reinsurance recoverable thereon, represent
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Important factors that could cause TRH’s actual results to
differ, possibly materially, from those discussed in the specific
forward-looking statements may include, but are not limited
to, uncertainties relating to economic conditions and cycli-
cal industry conditions, credit quality, government and reg-
ulatory policies, volatile and unpredictable developments
(including natural and man-made catastrophes), the legal
environment, the reserving process, the competitive envi-
ronment in which TRH operates, interest rate and foreign
currency exchange rate fluctuations, and the uncertainties
inherent in international operations, and are further dis-
cussed throughout this Management’s Discussion and Analy-
sis of Financial Condition and Results of Operations. TRH
is not under any obligation to (and expressly disclaims any
such obligations to) update or alter any forward-looking
statement, whether written or oral, that may be made from
time to time, whether as a result of new information, future
events or otherwise.

increased its beneficial ownership of Transatlantic Holdings,
Inc. (the “Company”) outstanding common stock from
49% to over 50%. As of December 31, 2001, AIG benefi-
cially owned approximately 60% of the Company’s out-
standing shares. Financial data discussed below have been
affected by certain transactions between TRH and the
AIG Group. (See Notes 12 and 14 of Notes to Consolidated
Financial Statements.)

estimates of future liability and reinsurance recoverable
thereon for losses occurring on or prior to the balance sheet
date. Net losses and loss adjustment expenses are charged to
income as incurred. Unpaid losses and loss adjustment
expenses are principally based on reports and individual case
estimates received from ceding companies. A provision is
included for losses and loss adjustment expenses incurred but
not reported (IBNR) on the basis of past experience and
other factors. The methods of making such estimates and for
establishing the resulting reserves and related recoverables are
continually reviewed and updated, and any adjustments
resulting therefrom are reflected in income currently. Provi-
sions for inflation and “social inflation” (e.g., awards by
judges and juries which progressively increase in size at a rate
exceeding that of general inflation) are implicitly considered
in the overall reserve setting process as an element of numer-
ous judgments which are made as to expected trends in aver-
age claim severity.




Loss and loss adjustment expense reserves, net of related
reinsurance recoverables, include amounts for risks related to
environmental impairment and asbestos-related illnesses
totaling $81 million and $71 million at December 31, 2001
and 2000, respectively. The majority of TRH’s environmen-
tal and asbestos-related liabilities arise from contracts entered
into after 1984. These obligations generally arose from con-
tracts underwritten specifically as environmental or asbestos-
related coverages rather than from standard general liability
coverages where the environmental or asbestos-related liabil-
ities were neither clearly defined nor specifically excluded.
The reserves carried for such claims, including IBNR, are
based upon known facts and current law. However, signifi-
cant uncertainty exists as, among other things, there are
inconsistent court resolutions and judicial interpretations
with respect to underlying policy intent and coverage and
uncertainties as to the allocation of responsibility for resul-
tant damages.

Additionally, loss and loss adjustment expense reserves, net
of related reinsurance recoverables, include amounts result-
ing from the September 11th terrorist attacks which are prin-
cipally related to property (including business interruption),
other lability, workers’ compensation and aviation cov-
erages. These amounts are subject to significant uncer-
tainty due to a variety of issues such as coverage dis-
putes, the assignment of liability and a potentially long

OPERATIONAL REVIEW

latency period for claims due to respiratory disorders
and stress.

Because the reserving process is inherently difficult and
subjective, actual net losses and loss adjustment expenses may
materially differ from reserves and related reinsurance recov-
erables reflected in TRH’s consolidated financial statements,
and accordingly, may have a material effect on future results
of operations. And while there is also the possibility of
changes in statutes, laws, regulations and other factors that
could have a material effect on these liabilities and, accord-
ingly, future earnings, TRH believes that its claims reserves
carried at December 31, 2001 are adequate.

Deferred Acquisition Costs—Acquisition costs, consist-
ing primarily of net commissions incurred on business con-
ducted through reinsurance contracts or certificates, are
deferred, and then amortized over the period in which the
related premiums are earned, generally one year. Anticipated
losses and loss adjustment expenses and estimated remaining
costs of servicing the contracts are considered in determin-
ing acquisition costs to be deferred. Anticipated investment
income is not considered in the deferral of acquisition costs.
If the level of actual losses and loss adjustment expenses and
estimated remaining costs of servicing the contracts materi-
ally differs from anticipated levels used in determining the
amount of acquisition costs to be deferred, future results of
operations may be affected, perhaps materially.

Impact of September 11th Terrorist Attacks on the United States

Results for 2001 include pre-tax net losses and loss adjust-
ment expenses of $200 million from the September 11th
terrorist attacks, or $130 million after tax. The pre-tax net
loss estimate is comprised of gross incurred losses and loss
adjustment expenses of approximately $500 million less

Results of Operations

TRH derives its revenue from two principal sources: premi-
ums from reinsurance assumed net of reinsurance ceded (i.e.,
net premiums earned) and income from investments. Premi-
ums are earned primarily on a pro rata basis over the term of
the related coverages. Unearned premiums and prepaid rein-
surance premiums represent the portion of gross premiums
assumed and reinsurance ceded, respectively, relating to the
unexpired terms of such coverages. The relationship between

related reinsurance ceded of approximately $300 million.
The losses recorded for this event represent TRH’s estimate
of ultimate losses based upon information presently available.
Loss payments related to this event were not material in 2001.

net premiums writtén and net premiums earned will, there-
fore, vary depending generally on the volume and inception
dates of the business assumed and ceded and the mix of such
business between pro rata and excess-of-loss reinsurance.

The following table shows net premiums written, net pre-
miums earned and net investment income of TRH for the
periods indicated:

Years Ended December 31, 2001 2000 1999
(dollars in millions) Change Change Change
From From From
Amount Prior Year Amount Prior Year Amount Prior Year

Net premiums written $1,905.6 14.9% $1,658.6 10.7% $1,498.5 7.5%
Net premiums earned 1,790.3 9.7 1,631.5 9.9 1,484.6 7.5
Net investment income 240.1 2.4 2345 1.6 230.7 3.9
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TRANSATLANTIC HOLDINGS, INC. AND SUBSIDIARIES

MANAGEMENT’S DISCUSSION (conTinueD)

For the period under discussion, the reinsurance market
has been characterized by significant competition worldwide
in most classes. During 2000 and continuing through 2001,
rate increases were achieved in many classes, particularly after
the net industry surplus drain occurring as a result of the Sep-
tember 11, 2001 attacks. The majority of the impact resulting
from the improving market conditions in 2001, particularly
subsequent to September 11, will not be reflected in results
until at least 2002.

Insurance industry estimates of losses from the September
11th attacks ranged from $30 billion to $70 billion and made
this event the most costly insured catastrophe ever. The range
of expected industry loss is extremely broad due to the
unprecedented nature of this event and the many lines of
business affected. Attracted by the improved market condi-
tions resulting from the decline in industry capacity, addi-
tional capital has entered the market through the formation
of new companies, principally in Bermuda, and through the
addition of capital to certain existing companies. The addi-
tional market capacity will spur additional competition and
will likely serve to lessen the magnitude of pricing improve-
ments resulting from the burden of industry costs from Sep-
tember 11. Nevertheless, TRH cannot predict, with any
reasonable certainty, future market conditions.

The increases in net premiums written for the period
under discussion resulted from increased coverage provided
and, to a lesser extent in 2001 only, rate increases, and were
primarily from treaty business. On a worldwide basis, casu-
alty lines business represented 79.2% of net premiums writ-
ten in 2001 versus 76.7% and 74.8% in 2000 and 1999,
respectively. The balance represented property lines. Treaty
business represented 95.7% of net premiums written in 2001
versus 96.3% in 2000 and 96.6% in 1999. The balance repre-
sented facultative accounts.

Of the total increase in net premiums written in 2001
compared to 2000, domestic net premiums written increased
by $167.5 million, or 19.8%, to $1,013.0 million, with signif-
icant increases recorded in auto liability, general casualty and
professional liability lines. These increases were partially off-
set by significant decreases in accident and health and avia-
tion net premiums written.

Net premiums written by international offices increased
in 2001 by $79.6 million, or 9.8%, over the prior year, to
$892.7 million. The majority of international offices
recorded increases in net premiums written, led by London
and TRZ. International net premiums written increased sig-
nificantly in auto liability and professional liability lines.
These increases were partially offset by significant decreases
in aviation and accident and health lines. International busi-
ness represented 46.8% of 2001 net premiums written com-
pared to 49.0% in 2000.

Of the total increase in net premiums written in 2000
compared to 1999, domestic net premiums written increased
by $94.9 million, or 12.6%, to $845.5 million, with significant
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increases recorded in certain specialty casualty classes (partic-
ularly accident and health and medical malpractice lines) and
in aviation and property catastrophe excess-of-loss lines.

Net premiums written by international offices increased
in 2000 by $65.2 million, or 8.7%, over the prior year, to
$813.1 million. The majority of international offices recorded
increases in net premiums written, led by London and TR Z.
[nternational net premiums written increased significantly in
auto liability, accident and health and property catastrophe
excess-of-loss lines. International business represented 49.0%
of 2000 net premiums written compared to 49.9% in 1999.

Generally, reasons for increases in gross premiums written
between years are similar to those for net premiums written.
Ceded premiums written and earned for 2001 increased over
2000. A significant portion of the increases resulted from cer-
tain domestic contracts in the specialty casualty area wherein
a substantial portion of premiums assumed under those agree-
ments were retroceded to non-affiliates. The ceded premiums
written increase also resulted from the higher cost of reinsurance
protection as well as certain additional coverages purchased. The
increase in ceded premiums written and earned in 2000 com-
pared to 1999 was generally proportional to the increase in gross
premiums written in 2000 versus 1999.

As further discussed in Notes 12 and 14 of Notes to Con-
solidated Financial Statements, TRH transacts a significant
amount of business assumed and ceded with AIG Group
companies. TRH either accepts or rejects the proposed
transactions with such companies based on its assessment of
risk selection, pricing, terms and conditions.

The increase in net premiums earned in each of 2001
and 2000 compared to the respective prior year amounts
resulted primarily from the growth in net premiums written
in both years.

Net investment income increased in 2001 compared
to 2000 due to an increase in income from equities and in
other interest income, offset, in part, by a reduction in inter-
est income from fixed maturities, due principally to lower
interest rates on fixed maturities purchased compared to inter-
est rates on fixed maturities sold or matured. Net investment
income grew in 2000 compared to 1999 due to an increase in
investment income from other invested assets offset largely by
a decrease from fixed maturities, and a reduction in investment
expenses. The growth in net investment income in 2000 ver-
sus 1999 was adversely affected by the impact of negative oper-
ating cash flow in the first two quarters of 2000, caused largely
by the high level of paid losses in that year (see discussion of
operating cash flow under Financial Condition and Liquidity)
and the negative impact of foreign exchange related to certain
of our international locations. (See Note 3 of Notes to Con-
solidated Financial Statements.)

The property and casualty insurance and reinsurance
industries use the combined ratio as a measure of under-
writing profitability. The combined ratio reflects only
underwriting results, and does not include income from




investments. Generally, a combined ratio under 100 indicates
an underwriting profit and a combined ratio exceeding 100
indicates an underwriting loss. Underwriting profitability is
subject to significant fluctuations due to competition, natural
and man-made catastrophic events, economic and social
conditions, foreign currency exchange rate fluctuations,
interest rates and other factors.

The following table sets forth TRH’s combined ratios and
the components thereof for the years indicated:

Years Ended December 31, 2001 2000 1999
Loss and loss adjustment

expense ratio 87.2 73.4 77.4
Underwriting

expense ratio 27.7 26.5 27.8
Combined ratio 114.9 99.9 105.2

TRH’s 2001 results included net pre-tax catastrophe losses
of $215 million ($200 million of which represents the
estimated cost of the September 11th attacks) and a net pre-
tax loss of $60 million for the estimated reinsurance exposure
related to Enron Corporation, which together added 15.4 to
each of the loss and loss adjustment expense ratio and
combined ratio.

In addition, as a result of net increases in estimates of losses
occurring in prior years, net losses and loss adjustment
expenses  were  increased by  $35.7  million.
Significant adverse development was recorded in 2001 on
losses occurring in 1994 through 1998 in medical malprac-
tice, 1997 through 2000 in auto liability, 1998 and 1999 in
accident and health and 2000 in the fire line. These increases
to incurred losses were partially offset by favorable develop-
ment in 2001 on losses occurring primarily from 1990
through 1996 and 1999 through 2000 in the other liability
line.

2000 catastrophe losses had an immaterial impact on that
year’s results. In addition, as a result of net increases in esti-
mates of losses occurring in prior years, net losses and loss
adjustment expenses were increased by $14.4 million in 2000.
In particular, significant adverse development was
recorded in 2000 on losses occurring in 1998 and 1999 in
fire and allied lines. These increases to incurred losses
were partially offset by favorable development in 2000
on losses occurring primarily in 1994 through 1999 in the
other liability line.

TRH’ 1999 results included net pre-tax catastrophe losses
of $85 million, which added 5.7 to each of the loss and loss
adjustment expense ratio and combined ratio. More than
one-half of those losses were from European storms occur-
ring late in the year. Two of those storms, Lothar and Mar-
tin, occurred within a day of each other in late December
and caused extensive property damage in Western Europe,
most severely in France. These two storms collectively are
considered among the worst natural catastrophes ever to
strike France.

In addition, as a result of net decreases in estimates of losses
occurring in prior years, net losses and loss adjustment
expenses were reduced by $67.5 million in 1999
Significant favorable development was recorded in 1999 on
losses occurring in 1987 through 1996 in the other liability
line and in 1994 through 1998 in the aviation line. These
reductions to incurred losses were partially offset by adverse
development in 1999 on losses occurring in 1997 and 1998,
principally in fire, allied lines, auto liability and ocean
marine lines, and prior to 1984 in the other liability line.

While TRH believes that it has taken appropriate steps to
control its exposure to possible future catastrophe losses, the
occurrence of one or more catastrophic events of unantici-
pated frequency or severity, such as a terrorist attack, earth-
quake or hurricane, that causes insured losses could have a
material adverse effect on TRH’s results of operations, lig-
uidity or financial position. Current techniques and models
may not accurately predict the probability of catastrophic
events in the future and the extent of the resulting losses.
Moreover, one or more catastrophe losses could weaken
TRH’s retrocessionnaires and result in an inability of TRH
to collect reinsurance recoverables.

The underwriting expense ratio, which represents the
sum of net commissions and other operating expenses
expressed as a percentage of net premiums written, increased
in 2001 compared to 2000 due principally to an increase in
the commission ratio. This increase was caused, in large part,
by a slight shift in the mix of business between years, includ-
ing an increase in 2001 of ceded excess-of-loss premiums
which have minimal ceding commissions. The underwriting
expense ratio decreased in 2000 compared to 1999 due prin-
cipally to a decrease in the commission ratio, caused, in large
part, by a slight shift in the mix of business between years.

Other deductions generally include currency transaction
gains and losses and other miscellaneous income and
expense items.

Pre-tax realized net capital (losses) gains on the disposition
of investments totaled ($0.2) million in 2001, $33.1 million in
2000 and $82.8 million in 1999. The reduction in realized net
capital gains in 2001 compared to 2000 was consistent with
our overall asset management strategy to maximize after-tax
income. The high levels of realized net capital gains in 1999
as compared to 2000 was caused by the redeployment of a
portion of the equity portfolio in early 1999 generally into
fixed income investments.

(Loss) income before income taxes was ($34.1) million in
2001, $268.0 million in 2000 and $236.1 million in 1999. The
decrease in income before income taxes in 2001 resulted
principally from a high level of catastrophe losses, the loss due
to reinsurance exposure related to Enron Corporation and a
change from realized net capital gains in 2000 to realized net
capital losses in 2001. The increase in income before income
taxes in 2000 over 1999 was primarily due to the absence
of significant catastrophe losses occurring in 2000, partially

offset by a decrease in realized net capital gains as compared
to 1999.
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TRANSATLANTIC HOLDINGS, INC. AND SUBSIDIARIES

MANAGEMENT?S DISCUSSION (conTiNuED)

A federal and foreign income tax benefit of $53.0 million
was recorded in 2001, compared to federal and foreign
income tax expense of $56.3 million in 2000 and §48.7 mil-
lion in 1999. The Company and its domestic subsidiaries,
TRC and Putnam, filed consolidated federal income tax
returns for the years under discussion, except those for 2001
which are not yet due. The tax burden among the companies
is allocated in accordance with a tax sharing agreement.
TR.C will include as part of its taxable income or loss those
items of income of the non-U.S. subsidiary, TR Z, which are
subject to U.S. income tax currently, pursuant to Subpart F
income rules of the Internal Revenue Code, and included, as
appropriate, in the consolidated federal income tax return.

The effective tax rates were 155.4% in 2001, 21.0% in 2000
and 20.6% in 1999. With respect to the effective tax rate in
2001 as compared to the prior years, the adjustments recon-
ciling the “expected” tax benefit to the actual tax benefit (as
detailed in Note 4 of Notes to Consolidated Financial State-
ments) are similar in terms of their nature and size when
compared to prior years. However, the tax benefit, which
exceeds the amount of pre-tax loss in 2001, results from TR H
carrying its current year tax net operating loss back to prior
years ($17.7 million current tax benefit and a component of
federal income tax recoverable on the balance sheet) and
recording a deferred tax benefit (included on the balance
sheet as a deferred income tax asset) of $19.6 million for a
minimum tax credit carryforward which, by law, may be car-

ried forward indefinitely. The effective tax rate in 2000

increased slightly compared to 1999.

Net income and net income per common share on a
diluted basis, respectively, were as follows: 2001 —$18.9 mil-
lion, $0.36; 2000—$211.6 million, $4.03; 1999—§187.4 mil-
lion, $3.58. Reasons for the changes between years are as
discussed earlier. Per share amounts have been retroactively
adjusted, as appropriate, to reflect the 3-for-2 common stock
split paid in July 2001. (See Note 7 of Notes to Consolidated
Financial Statements.)

In 2001, 2000 and 1999, the after-tax charges included in
net income for catastrophe losses were $139.8 million
{(including $130 million related to September 11), nil and
$55.3 million, respectively. Net income in 2001 also includes
an after-tax charge of $39 million for the estimated reinsur-
ance exposure related to Enron Corporation. After-tax net
realized capital (losses) gains included in net income
amounted to ($0.2) million in 2001, $21.5 million in 2000
and $53.8 million in 1999.
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Segment Results

(a) Domestic:

2001 compared to 2000—Domestic revenues were higher
in 2001 due to increased net premiums written, as discussed
earlier in the Operational Review, offset, in part, by a greater
increase in net unearned premiums and a reduction in real-
ized net capital gains in 2001 as compared to 2000. The
greater increase in net unearned premiums in 2001 was due,
in large part, to increased net premiums written volume in
the 2001 period, differences in earnings patterns related to
variances in the inception dates of business assumed and the
mix of business between pro rata and excess-of-loss between
periods. The difference between the loss before income taxes
in 2001 compared to the income before income taxes in 2000
was primarily due to a $115 million increase in net pre-tax
catastrophe losses (including $100 million related to Septem-
ber 11), a net pre-tax loss of $60 million from estimated rein-
surance exposure related to Enron Corporation, a reduction
of pre-tax realized net capital gains of $29.4 million and an
increase in net acquisition costs—all in 2001 as compared
to 2000.

Segment assets in 2001 significantly exceeded the 2000
amount due to the short-term investment of funds received
under securities loan agreements, an increase in bonds
available for sale (see Accounting Standards (a) below dis-
cussing change in classification of certain bonds) and an
increase in reinsurance recoverable on paid and unpaid losses
and loss adjustment expenses, related principally to 2001
catastrophe losses.

2000 compared to 1999—Domestic revenues were slightly
higher in 2000 compared to 1999 primarily due to a signifi-
cant increase in net premiums written, as discussed earlier in
the Operational Review, offset, in large part, by a significant
decrease in realized net capital gains. Income before income
taxes declined in 2000 compared to 1999 due to a reduction
in realized net capital gains offset, in part, by improved
underwriting performance (principally due to an improved
loss ratio) in 2000 versus 1999,

(b) International —Europe (London and Paris
branches and TRZ):

2001 compared to 2000—Revenues were higher in 2001 com-
pared to 2000 due principally to increases in net premiums
written in London and TRZ related, in large part, to auto
hability lines. The difference between the loss before income
taxes in 2001 compared to income before income taxes in
2000 was primarily due to $100 million of net
pre-tax catastrophe losses related to September 11 incurred
primarily through the London market and increased acquisi-
tion costs, offset, in part, by improved experience in other
loss activity.




Segment assets in 2001 significantly exceeded the 2000
amount due to the short-term investment of funds received
under securities loan agreements, an increase in bonds avail-
able for sale, and an increase in reinsurance recoverable on
paid and unpaid losses and loss adjustment expenses, related
principally to 2001 catastrophe losses from the London
market related to September 11.

2000 compared to 1999—Revenues were higher in 2000
compared to 1999 due principally to increases in net premi-
ums written, principally in London and TRZ. Income
before income taxes increased in 2000 compared to 1999 due
to significant catastrophe loss activity recorded in Europe
in 1999, due, in large part, to the European storms, partially
offset by adverse development recorded in 2000 on losses
occurring prior to 2000 in fire and allied lines.

(¢) International —Other (Miami (serving Latin
America and the Caribbean), Toronto, Hong
Kong and Tokyo branches):

2001 compared to 2000—R evenues in 2001 were slightly lower
than in 2000 principally as a result of a reduction in realized
net capital gains. The difference between loss before income
taxes recorded in 2001 and income before income taxes
recorded in 2000 was due, in large part, to increased loss activ-
ity in the Latin American region and in Asia, other than Japan.

2000 compared to 1999—Revenues increased primarily
due to a significant difference in the change in unearned pre-
mium reserve between vyears, and to a lesser extent, an
increase in net premiums written. The difference between
income before income taxes in 2000 versus loss before
income taxes in 1999 was caused by a significant improve-
ment in underwriting results in 2000 versus 1999.

FINANCIAL CONDITICON AND LIQUIDITY

As a holding company, the Company’s assets consist primar-
ily of the stock of TR C and the Company’s future cash flows
depend on the availability of dividends or other statutorily
permissible payments from TRC and its wholly-owned
operating subsidiaries, TRZ and Putnam. (See Note 13 of
Notes to Consolidated Financial Statements for a discussion
of restrictions on dividend payment.) In 2001 and 2000, the
Company received cash dividends from TR.C of $26.4 mil-
lion and $18.1 million, respectively. Sources of funds for the
operating subsidiaries consist primarily of premiums, rein-
surance recoverables, investment income, proceeds from
sales, redemptions and the maturing of investments and funds
received under securities loan agreements. Funds are applied
primarily to payments of claims, ceded reinsurance premi-
ums, insurance operating expenses, income taxes and invest-
ments in fixed income and equity securities. Premiums are
generally received substantially in advance of related claims
payments. Cash and cash equivalents are maintained for the
payment of claims and expenses as they become due. TRH
does not anticipate any material capital expenditures in the
foreseeable future.

At December 31, 2001, total investments and cash were
$5,004.4 million compared to $4,391.2 million at December
31, 2000. The increase was caused, in large part, by $408.3
million of cash flows from financing activities (principally net
funds received as collateral under securities loan agreements
less cash dividends paid to stockholders) and $242.1 million
of cash provided by operating activities. A liability equal to
the net funds received under securities loan agreements was
recorded to reflect the obligation to return such funds to the
borrowers of securities under such agreements.

For 2001, TRH’s operating cash flow of $242.1 million
significantly exceeded the comparable 2000 amount of
—$14.9 million. The increase was caused principally by a sig-
nificant increase in net premiums written, net of commis-
sions, a reduction in paid losses, due, in part, to a reduction
in payments of previously reserved claims, including net cat-
astrophe losses, and a reduction in taxes paid, in 2001 versus
2000. TRH’s business mix continues to shift towards lines
with shorter payment patterns.

As a result of an immaterial amount of 2001 catastrophe
losses being paid in 2001, future years (2002 and 2003, most
significantly) are expected to include net payments for those
losses as well as for losses from reinsurance exposure related
to Enron Corporation.

For 2000, TR H’s operating cash flow was modestly neg-
ative, a substantial reduction from the positive amount
reported in 1999. The reduction in cash flow was caused
largely by a significant increase in paid losses offset partially
by increased net premiums written, net of commissions. Paid
loss levels in 2000 were significantly elevated due to payments
related to previously reserved claims, including 1999 cata-
strophe losses, an increase in premium volume and the con-
tinued shift in the business mix towards lines with shorter
payment patterns.

A portion of consolidated operating cash flow, namely,
$138.6 million, —$5.0 million and $104.6 million, was derived
from international operations in 2001, 2000 and 1999,
respectively.

TRH believes that its balance of cash and cash equivalents
of $124.2 million as of December 31, 2001 and its future cash
flows will be sufficient to meet TRH’ cash requirements
through the end 0£2002 and thereafter for a period the length
of which is difficult to predict, but which TRH believes will
be at least one vyear.

If paid losses accelerated significantly beyond TR H’ abil-
ity to fund such paid losses from current operating cash flows,
TRH would be compelled to liquidate a portion of its invest-
ment portfolio and/or arrange for financing. Such events that
may cause such a liquidity strain could be the result of several
catastrophic events occurring in a relatively short period of
time. Additional strain on liquidity could occur if the invest-
ments sold to fund such paid losses were sold in a depressed
marketplace and/or reinsurance recoverable on such paid
losses became uncollectible.
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TRH?’ fixed maturity investments, approximately 74.9%
of total investments as of December 31, 2001, are predomi-
nantly investment grade, liquid securities, approximately
48% of which will mature in less than 10 years. Also as of that
date, approximately 11.1% of total investments were in com-
mon and nonredeemable preferred stocks, approximately
5.1% of total investments were in other invested assets,
including investments in partnerships, approximately 8.8% of
total investments were in the short-term investment of funds
received under securities loan agreements, and the remain-
ing 0.1% consisted of short-term investments. Based on the
foregoing, TRH considers its liquidity to be adequate
through the end of 2002 and thereafter for a period the length
of which is difficult to predict, but which TR H believes will
be at least one year.

Fixed maturities are carried at amortized cost when it is
TRH’s positive intent to hold the securities to maturity and
TRH has the ability to do so. As of December 31, 2000, 27%
of the bond portfolio was classified as held-to-maturity and
the balance of the bond portfolio was classified as available-
for-sale and carried at market value. During the first quarter
of 2001, TRH transferred all of the bonds in its held-to-
maturity classification to the bonds available-for-sale classifi-
cation to enhance TRH’s flexibility with respect to future
portfolio management. (See discussion below of change in
classification of certain bonds under Accounting Stand-
ards (a)). As of December 31, 2001, the entire bond portfolio
was classified as available for sale.

Most activity within the bonds available for sale portfolio
for the years under discussion represented strategic portfolio
realignments to maximize after-tax income. TRH adjusts its
mix of taxable and tax-exempt investments, as appropriate,
generally as a result of strategic investment and tax planning
considerations. In addition, TR H engaged in securities lend-
ing transactions whereby certain securities (i.e., bonds and
common stocks available for sale) from its portfolio were
loaned to third parties (see Note 2(b) of Notes to Consoli-
dated Financial Statements). The market values of bonds and
commeon stocks available for sale that are on loan are reflected
parenthetically as pledged on the balance sheet and totaled
$385.5 million and $37.2 million, respectively, as of Decem-
ber 31, 2001

Gross unrealized gains and losses on bonds available for sale
as of December 31, 2001 amounted to $124.0 million and
$21.0 million, respectively.

As of December 31, 2001, 94.7% of the bond portfolio was
rated Aaa or Aa, an additional 3.6% was also rated investment
grade or better, 1.5% was rated below investment grade and
0.2% was not rated. Also, as of December 31, 2001, TRH had
no derivative instruments. (See Note 3 of Notes to Consol-
idated Financial Statements.)

At December 31, 2001, reserves for unpaid losses and loss
adjustment expenses totaled $3.75 billion, an increase of
$670.4 million, or 21.8%, as compared to the prior year. The
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increase in reserves was largely due to the occurrence of
catastrophe losses (including approximately $500 million
(before reinsurance) from the terrorist attacks of September
11) and to the loss provision for the estimated reinsurance
exposure related to Enron Corporation. Also at December
31, 2001, reinsurance recoverable on unpaid losses and loss
adjustment expenses totaled $825.7 million, an increase of
$376.5 million, or 83.8%, from the prior year. This increase
was due, in large part, to reinsurance recoverable of approx-
imately $300 million related to September 11. Of the total
reinsurance recoverable on paid and unpaid losses and loss
adjustment expenses, 95% of the unsecured balance was due
from companies rated A or better. (See Note 14 of Notes to
Consolidated Financial Statements.)

TRH’s operations are exposed to market risk. Market risk
is the risk of loss of fair market value resulting from adverse
fluctuations in interest rates, equity prices and foreign cur-
rency exchange rates.

Measuring potential losses in fair values is a major focus
of risk management efforts by many companies. Such
measurements are performed through the application of var-
ious statistical techniques. One such technique is Value at
Risk (VaR). VaR is a summary statistical measure that uses
changes in historical interest rates, equity prices and foreign
currency exchange rates to calculate the maximum loss that
could occur over a defined period of time given a certain
probability.

TRH believes that statistical models alone do not provide
a reliable method of monitoring and controlling market
risk. While VaR models are relatively sophisticated, the
quantitative market risk information generated is limited
by the assumptions and parameters established in creating
the related models. Therefore, such models are tools and
do not substitute for the experience or judgment of senior
management.

TRH has performed VaR analyses to estimate the maxi-
mum potential loss of fair value for financial instruments for
each type of market risk. In this analysis, financial instrument
assets include all investments and cash and accrued invest-
ment income. Financial instrument liabilities include unpaid
losses and loss adjustment expenses and unearned premiums,
each net of reinsurance. TRH has calculated the VaR for
2001 and as of December 31, 2000 using historical simula-
tion. The historical simulation methodology entails re-
pricing all assets and habilities under explicit changes in mar-
ket rates within a specific historical time period. In this case,
the most recent three years of historical market information
for interest rates, equity index prices and foreign currency
exchange rates are used to construct the historical scenarios.
For each scenario, each transaction is re-priced. Consoli-
dated totals are calculated by netting the values of all the
underlying assets and liabilities. The final VaR number rep-
resents the maximum potential loss incurred with 95% con-
fidence (i.e., only 5% of historical scenarios show losses




greater than the VaR figure). A one-month holding period
is assumed in computing the VaR figure.

The following table presents the VaR on a combined basis
and of each component of market risk for 2001 and as of
December 31, 2000. VaR with respect to combined opera-
tions cannot be derived by aggregating the individual risk
amounts presented herein.

2001 2000

Year- Year-

Market Risk End Average High Low End
(in millions)

Combined $111 $96  $111 $80 $80

Interest rate 99 82 99 66 66

Equity 55 53 55 51 51

Currency 3 3 4 3 4

TRH’s stockholders’ equity totaled $1.85 billion at
December 31, 2001, a decrease of $10.4 million from year-end
2000. The net decrease consisted principally of decreases
from cash dividends declared of $19.8 million, a reduction of
accumulated other comprehensive income of $9.2 million,
and a reduction of $4.4 million for the cost of acquiring
64,200 shares of treasury stock for general corporate pur-
poses, partially offset by an increase from 2001 net income of
$18.9 million.

The decrease in accumulated other comprehensive
income mentioned above consisted principally of the fol-
lowing: net unrealized depreciation of equities, net of
income tax, of $27.2 million, caused principally by a general
weakening of the U.S. economy during the year, which was
exacerbated by the terrorist attacks of September 11; net
unrealized appreciation of bonds available for sale, net of
income tax, of $3.6 million; net unrealized currency transla-
tion loss, net of income tax, of $17.7 million, caused by a
strengthening of the U.S. dollar, particularly against certain
European currencies; partially offset by an increase from the
cumulative effect of an accounting change, net of income
taxes, of $32.4 million, resulting from the transfer of bonds
held to maturity to the bonds available for sale classification.
(See discussion of change in classification of certain bonds in
the section below on Accounting Standards (a).)

Net unrealized appreciation (depreciation) of investments,
net of income taxes, is subject to significant volatility result-
ing from changes in the market value of bonds and equities
available for sale. Market values may fluctuate due to changes
in general economic and political conditions, market interest
rates, prospects of investee companies and other factors.

Risk-based capital (RBC) standards, promulgated by the
National Association of Insurance Commissioners (NAIC),
relate an individual company’s statutory policyholders’ sur-
plus to the risk inherent in its overall operations and sets
thresholds at which certain company and regulatory cor-
rective actions are mandated. At December 31, 2001, the
statutory surpluses of TRC and Putnam each significantly

exceeded the level of surplus required under RBC require-
ments for regulatory attention.

With respect to commitments and contingent liabilities,
see Note 16 of Notes to Consolidated Financial Statements.

ACCOUNTING STANDARDS

(a) Adoption of Statement of Financial Accounting
Standards (SFAS) No. 133 and Change in
Classification of Certain Bonds:

SFAS No. 133, “Accounting for Derivative Instruments and
Hedging Activities,” issued by the Financial Accounting
Standards Board (FASB) in June 1998, as amended, established
accounting and reporting standards for derivative instru-
ments, including certain derivative instruments embedded in
other contracts, and for hedging activities. In accordance with
the standard, TR H adopted its provisions on January 1, 2001
with no resulting effect on net income or cash flows.

In accordance with the transition provisions of SFAS No.
133, as amended, in 2001, TRH transferred all of its bonds in
the held-to-maturity classification (with an amortized cost of
$932.3 million and market value of $982.1 million at the date
of transfer) to the bonds available-for-sale classification (on
the balance sheet) to enhance TR H’s flexibility with respect
to future portfolio management. The resulting increase in
unrealized appreciation of investments, net of income taxes
{a component of accumulated other comprehensive
income), of $32.4 million (net of a tax effect of $17.4 million)
has been recorded as the cumulative effect of an accounting
change in the Consolidated Statement of Comprehensive
Income and the Consolidated Statement of Stockholders’
Equity for the 2001 period. Under the provisions of SFAS
No. 133, such a transfer does not affect TR H’s intent nor its
ability to hold bonds acquired in the future to their maturity.

(b) Other Accounting Standards:

In December 1999, the Securities and Exchange Commis-
sion (SEC) issued Staff Accounting Bulletin (SAB) 101,
“Revenue Recognition in Financial Statements.” SAB 101
provides guidance on the recognition, presentation and dis-
closure of revenue in financial statements. In accordance with
the bulletin and subsequent guidance that deferred the
implementation date, TRH adopted SAB 101 in the fourth
quarter of 2000. With respect to results of operations, finan-
cial position and cash flows, SAB 101 did not have a material
impact in 2001 nor 2000 and is not expected to have a mate-
rial impact thereafter.

In September 2000, the FASB issued SFAS No. 140,
“Accounting for Transfers and Servicing of Financial Assets
and Extinguishments of Liabilities—a replacement of SFAS
No. 125.” SFAS No. 140 specifies the accounting and report-
ing requirements for securitizations and other transfers of
financial assets and collateral, the recognition and measure-
ment of servicing assets and liabilities and the extinguishment
of liabilities. This statement is effective for the recognition
and reclassification of collateral and for disclosures relating to
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securitization transactions and collateral for fiscal years end-
ing after December 15, 2000. SFAS No. 140 is effective for
transfers and servicing of financial assets and extinguishments
of liabilities occurring after March 31, 2001 and is to be
applied prospectively with certain exceptions. Adoption of
the new requirements on their effective dates has not had and
is not expected to have a material impact on TRH’s results of
operations, financial position or cash flows.

SFAS No. 142, “Goodwill and Other Intangible Assets,”
was issued by the FASB in June 2001. This statement
addresses financial accounting and reporting for acquired
goodwill and other intangible assets and supersedes Account-
ing Principles Board Opinion No. 17, “Intangible Assets.”
The new standard addresses how intangible assets that are
acquired individually or with a group of other assets (but not
those acquired in a business combination) should be
accounted for in financial statements upon their acquisition.
This statement also addresses how goodwill and other intan-
gible assets should be accounted for after they have been ini-
tially recognized in the financial statements. Among other
things, goodwill and some intangible assets will no longer be
amortized, but will be subject to impairment tests at least
annually. In accordance with the statement, TR H will imple-
ment SFAS No. 142 on January 1, 2002. Management
believes that the implementation of this standard will not
have a material effectc on TRH’ results of operations,
financial position or cash flows.
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OTHER MATTERS

In 1998, the NAIC adopted the Codification of Statutory
Accounting Principles (Codification) as primary guidance
on statutory accounting effective January 1, 2001. The Cod-
ification provides guidance for areas where previously statu-
tory accounting had been silent and changes current
statutory accounting in some areas. The New York Insurance
Department (the state of domicile of TRC and Putnam)
adopted most of the Codification guidance for implementa-
tion on January 1, 2001, but did not adopt several key provi-
sions including those on deferred income taxes. The
cumulative effect of the implementation of Codification
guidance (as adopted by the New York Insurance Depart-
ment) on the statutory surplus of TRC and Putnam as of
January 1, 2001 was not material. In addition, the Codifica-
tion guidance is not expected to have a material effect on
future statutory net income, financial position or cash flows.

As one or both of TRC and Putnam is also licensed,
accredited or otherwise permitted to serve as a reinsurer in
all states and the District of Columbia in the United States,
they are required to disclose the differences between imple-
menting Codification guidance on a New York State basis
and Codification guidance adopted by the NAIC in a foot-
note to their statutory filings. Statutory surplus of both TRC
and Putnam as reported on an NAIC basis exceeded statu-
tory surplus reported to the New York Insurance Depart-
ment as of December 31, 2001 and 2000, principally as a
result of the recognition of certain deferred tax assets on an
NAIC basis. The difference in statutory net income between
such bases in 2001 was not material and is not expected to be
material in the future.




TRANSATLANTIC HOLDINGS, INC. AND SUBSIBIARIES

CONSOLIDATED BALANCE SHEETS

As of December 31, 2001 2000
(in thousands, except share data)
Assets
Investments and cash:
Fixed maturities:
Bonds held to maturity, at amortized cost (market value: 2000—$982,115) $ — $ 532,260
Bonds available for sale, at market value (amortized cost: 2001—$3,550,914;
2000—$2,447,871) (bonds pledged, at market value: 2001 —$385,542) 3,653,941 2,495,580
Equities:
Common stocks available for sale, at market value (cost: 2001—$496,407;
2000—$486,257) (common stocks pledged, at market value:
2001—$37,239) 512,631 545,725
Nonredeemable preferred stocks available for sale, at market value
(cost: 2001—$30,589; 2000—$28,569) 30,050 26,695
Other invested assets 248,275 233,629
Short-term investment of funds received under securities loan agreements 432,758 —
Short-term investments, at cost which approximates market value 2,562 28,091
Cash and cash equivalents 124,214 129,246
Total investments and cash 5,004,431 4,391,226
Accrued investment income 66,850 69,051
Premium balances receivable, net 379,778 234,668
Reinsurance recoverable on paid and unpaid losses and loss adjustment expenses:
Affiliates 253,919 261,097
Other 620,519 282,736
Deferred acquisition costs 101,146 76,623
Prepaid reinsurance premiums 51,226 30,160
Federal income tax recoverable 43,178 —
Deferred income taxes 184,982 144,121
Other assets 35,274 32,990
Total assets $6,741,303 $5,522,672
Liabilities and Stockholders’ Equity
Unpaid losses and loss adjustment expenses $3,747,583 $3,077,162
Unearned premiums 553,734 418,621
Reinsurance balances payable 84,815 70,582
Payable under securities loan agreements 432,758 —
Other liabilities 76,403 99,942
Total liabilities 4,895,293 3,666,307
Preferred Stock, $1.00 par value; shares authorized: 5,000,000 — —
Common Stock, $1.00 par value; shares authorized: 100,000,000; shares issued:
2001—53,119,945; 2000—35,573,608 53,120 35,574
Additional paid-in capital 189,243 202,593
Accumulated other comprehensive income 27,603 36,773
Retained earnings 1,590,487 1,591,425
Treasury Stock, at cost; 2001—864,200; 2000—800,000 shares of common stock (14,443) (10,000)
Total stockholders’ equity 1,846,010 1,856,365
Total liabilities and stockholders’ equity $6,741,303 $5,522,672

The accompanying notes are an integral part of the consolidated financial statements.
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CONSOLIDATED STATEMENTS OF OPERATIONS

Years Ended December 31, 2001 2000 1999
(in thousands, except per share data)
Revenues:
Net premiums written $1,905,647 $1,658,579 $1,498,524
Increase in net unearned premiums (115,308) (27,043) (13,890}
Net premiums earned 1,790,339 1,631,536 1,484,634
Net investment income 240,083 234,485 230,739
Realized net capital (losses) gains (240) 33,098 82,793
2,030,182 1,899,119 1,798,166
Expenses:
Net losses and loss adjustment expenses 1,561,529 1,196,896 1,148,817
Net commissions 474,899 387,830 365,929
Other operating expenses 52,063 51,930 50,629
Increase in deferred acquisition costs (24,523) (5,601) (3,444)
2,063,968 1,631,055 1,561,931
Operating (loss) income (33,786) 268,064 236,235
Other deductions (321) (82) (138)
{Loss) income before income taxes (34,107) 267,982 236,097
Income taxes (benefits):
Current (17,089) 56,112 56,261
Deferred (35,910) 232 (7,526)
(52,999) 56,344 48,735
Net income $ 18,892 $ 211,638 $ 187,362
Net income per common share:
Basic $ 0.36 $ 4.06 $ 3.60
Diluted 0.36 4.03 3.58
Weighted average common shares outstanding:
Basic 52,224 52,127 52,056
Diluted 52,736 52,475 52,324

The accompanying notes are an integral part of the consolidated financial statements.
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TRANSATLANTIC HOLDINGS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF
STOCKHOLDERS’ EQUITY

Years Ended December 31, 2001 2000 1999
(in thousands, except per share data)
Common Stock:
Balance, beginning of year $ 35,574 $ 35,528 $ 35,467
Stock split effected as a dividend 17,421 — —
Issued under stock option and purchase plans 125 46 61
Balance, end of year 53,120 35,574 35,528
Additional paid-in capital:
Balance, beginning of year 202,593 200,567 168,425
Stock split effected as a dividend (17,544) — —
Excess of proceeds over par value of common stock issued
under stock option and purchase plans 4,194 2,026 2,142
Balance, end of year 189,243 202,593 200,567
Accumulated other comprehensive income:
Balance, beginning of year 36,773 18,212 158,552
Cumulative effect of an accounting change, net of
income tax effect 32,406 — —
Other net change for year (63,964) 28,555 (215,906)
Income tax effect on other net change 22,388 (9,994) 75,566
Balance, end of year 27,603 36,773 18,212
Retained earnings:
Balance, beginning of year 1,591,425 1,398,210 1,227,695
Net income 18,892 211,638 187,362
Cash dividends declared (per common share:
2001—$0.38; 2000—$0.35; 1999—§0.32) (19,830} (18,423) (16,847)
Balance, end of year 1,590,487 1,591,425 1,398,210
Treasury Stock:
Balance, beginning of year (10,000) (10,000) (10,000)
Acquisition of treasury stock (4,443) — —
Balance, end of year (14,443) (10,000) (10,000)
Total stockholders’ equity $1,846,010 $1,856,365 $1,642,517

The accompanying notes are an integral part of the consolidated financial statements.
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CONSCLIDATED STATEMENTS OF CASH FLOWS

Years Ended December 31, 2001 2000 1999
(in thousands)
Cash flows from operating activities:
Net income $ 18,892 $ 211,638 $ 187,362
Adjustments to reconcile net income to net cash
provided by (used in) operating activities:
Changes in unpaid losses and loss adjustment
expenses, unearned premiums and prepaid
reinsurance premiums 784,468 (204,903) 198,432
Changes in premium and reinsurance balances
receivable and payable, net (456,663) 124 (98,752)
Change in deferred acquisition costs (24,523) (5,601) (3,444
Change in accrued investment income 2,201 4,527 (8,075)
Realized net capital losses (gains) 240 (33,098) (82,793)
Changes in current and deferred income taxes (80,916) 7,385 (13,176)
Change in net unrealized currency
translation adjustment (2,608) 20,625 2,343
Changes in other assets and liabilities, net 2,297 (15,159) 7,662
Other, net (1,278) (468) 4,223
Total adjustments 223,218 (226,568) 6,420
Net cash provided by (used in) operating activities 242,110 (14,930) 193,782
Cash flows from investing activities:
Proceeds of bonds available for sale sold 315,588 299,906 436,127
Proceeds of bonds held to maturity redeemed or matured —_ 148,829 78,936
Proceeds of bonds available for sale redeemed or matured 278,857 421,894 238,616
Proceeds of equities sold 798,727 690,300 473,690
Purchase of bonds held to maturity — (16,675) (15,051)
Purchase of bonds available for sale (786,623) (763,498) (867,036)
Purchase of equities (812,998) (678,556) (439,123)
Net purchase of other invested assets (14,862) (63,040) (45,217)
Net purchase of short-term investment with funds
received under securities loan agreements (432,758) — —
Net sale (purchase) of short-term investments 23,928 (21,599) 23,270
Change in other liabilities for securities in course of settlement (26,304) 62,521 (527)
Other, net 1,744 (7,327) (7,130)
Net cash (used in) provided by investing activities (654,701) 72,755 (123,445)
Cash flows from financing activities:
Net disbursements from reinsurance deposits (4,819) (8,264) (26,886)
Net funds received under securities loan agreements 432,758 - —
Dividends to stockholders (19,554) (18,072) (16,312)
Proceeds from common stock issued 4,319 2,072 2,203
Acquisition of treasury stock (4,443) — —
Net cash provided by (used in) financing activities 408,261 (24,264) (40,995)
Effect of exchange rate changes on cash and cash equivalents (702) (8,332) 4,086
Change in cash and cash equivalents (5,032) 25,229 33,428
Cash and cash equivalents, beginning of year 129,246 104,017 70,589
Cash and cash equivalents, end of year $ 124,214 $ 129,246 $ 104,017

The accompanying notes are an integral part of the consolidated financial statements.
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Years Ended December 31, 2001 2000 1999
(in thousands)
Net income $ 18,892 $211,638 $ 187,362
Other comprehensive (loss) income:
Net unrealized (depreciation) appreciation of investments:
Net unrealized holding (losses) gains arising during period (36,904) 89,168 (107,284)
Related income tax effect 12,917 (31,209) 37,548
Reclassification adjustment for losses (gains) included
in net income 240 (33,098) (82,793)
Related income tax effect (84) 11,584 28,978
(23,831) 36,445 (123,551)
Net unrealized currency translation loss (27,300) (27,515) (25,829)
Related income tax effect 9,555 9,631 9,040
(17,745) (17,884) (16,789)
Cumulative effect of an accounting change, net of
related income tax effect 32,406 — —
Other comprehensive (loss) income (9,170) 18,561 (140,340)
Comprehensive income $ 9,722 $230,199 $ 47,022

The accompanying notes are an integral part of the consolidated financial statements.

39




OGN >

TRANSATLANTIC HOLDINGS, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. ORGANIZATION AND NATURE OF OPERATIONS

Transatlantic Holdings, Inc. (the “Company”) is a holding
company, incorporated in the state of Delaware, which owns
all of the common stock of Transatlantic Reinsurance Com-
pany (TRC). TRC owns all of the common stock of Trans
Re Zurich (TRZ) and Putnam Reinsurance Company (Put-
nam). As of December 31, 2001, American International
Group, Inc. (AIG, and collectively, with its subsidiaries, the
AIG Group) beneficially owned approximately 60% of the
Company’s outstanding shares.

Transatlantic Holdings, Inc. and its subsidiaries (collec-
tively, TR H), through its operating subsidiaries TRC, TRZ
and Putnam, offers reinsurance capacity for a full range of
property and casualty products to insurers and reinsurers on

a treaty and facultative basis, with an emphasis on specialty
classes. Including domestic as well as international risks,
TRH’ principal lines of business are auto liability (including
nonstandard risks), other liability (including directors’ and
officers’ liability and other professional liability), medical
malpractice, marine and aviation, accident and health and
surety, credit and financial guaranty in the casualty lines, and
fire, homeowners and allied lines in the property lines (which
include property catastrophe risks). Casualty lines repre-
sented 79.2%, 76.7% and 74.8% of net premiums written in
2001, 2000 and 1999, respectively. The balance represented
property lines.

2, SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(a) BASIS OF PRESENTATION AND
PRINCIPLES OF CONSOLIDATION:

The accompanying consolidated financial statements have
been prepared on the basis of accounting principles generally
accepted in the United States of America (GAAP). Certain
reclassifications have been made to conform prior years’ pre-
sentations with 2001.

The preparation of financial statements in conformity
with GAAP requires management to make estimates and
assurnptions that affect the reported amounts of assets and lia-
bilities and disclosure of contingent assets and liabilities at the
date of the financial statements and reported amounts of rev-
enues and expenses during the reporting periods. Actual
results could differ from those estimates.

These consolidated financial statements include the
accounts of the Company and its subsidiaries. Intercompany
accounts and transactions have been eliminated.

(b) INVESTMENTS:

Bonds are classified as held-to-maturity and carried at amor-
tized cost if TRH has the positive intent and ability to hold
each of these securities to maturity. The balance of TRH’s
bonds are classified as available-for-sale and carried at market
value. As of December 31, 2001, however, all of TR H’s bonds
are classified as available-for-sale. (See discussion on Adop-
tion of Statement of Financial Accounting Standards (SFAS)
No. 133 and Change in Classification of Certain Bonds in
Note 2(j).) Common and nonredéemable preferred stocks
are carried principally at market value. Market values for
fixed maturity securities and equities are generally based
upon quoted market prices. For certain fixed maturity secu-
rities, for which market prices were not readily available,
market values were estimated using values obtained from
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independent pricing services. Other invested assets consist of
investments in partnerships, a short duration bond fund man-
aged by an AIG subsidiary and other investments which are
carried primarily at market value. Short-term investments
are carried at cost, which approximates market value.

In 2001, TRH engaged in securities lending transactions
whereby certain securities (i.e., bonds and common stocks
available for sale) from its portfolio were loaned to third par-
ties. In these transactions, initial collateral, principally cash,
isreceived by TR H in an amount exceeding the market value
of the loaned security. Such funds are held in a pooled
account of the lending agent in these transactions (an AIG
subsidiary) and are carried as an investment on the balance
sheet (at cost, which approximates market value) in accor-
dance with SFAS No. 140, “Accounting for Transfers and
Servicing of Financial Assets and Extinguishments of Liabil-
ities—a replacement of SFAS No. 125.” A liability is recorded
in an amount equal to the collateral received to recognize
TRH’s obligation to return such funds when the related
loaned securities are returned. The market value of the
loaned securities is monitored on a daily basis with additional
collateral obtained or refunded as such value fluctuates. Fees
received net of fees paid related to these transactions are
recorded in net investment income.

Realized gains or losses on the sale of investments are
determined on the basis of specific identification. Changes
in unrealized appreciation (depreciation) of bonds available
for sale, equity investments and other invested assets are
charged or credited, net of deferred income taxes, directly to
accumulated other comprehensive income (see Note 9), a
component of stockholders’ equity. Investment income is
recorded as earned. Amortization of bond premium and the
accrual of bond discount are charged or credited to net
investment income.




(c) CASH AND CASH EQUIVALENTS:

Cash and cash equivalents generally include cash deposited in
demand deposits at banks and highly liquid investments with
original maturities of 90 days or less.

(d) DEFERRED ACQUISITION COSTS:

Acquisition costs, consisting primarily of net commissions
incurred on business conducted through reinsurance con-
tracts or certificates, are deferred, and then amortized over
the period in which the related premiums are earned, gener-
ally one year. Anticipated losses and loss adjustment expenses
and estimated remaining costs of servicing the contracts are
considered in determining acquisition costs to be deferred.
Anticipated investment income is not considered in the
deferral of acquisition costs.

(e) PREMIUM REVENUES:

Premiums are earned primarily on a pro rata basis over the
term of the related coverages. Unearned premiums and pre-
paid reinsurance premiums represent the portion of gross pre-
miums assumed and reinsurance ceded, respectively, relating
to the unexpired terms of such coverages. In the Consoli-
dated Statements of Operations, premiums written and
earned and the change in unearned premiums are presented
net of reinsurance ceded.

(f) LOSSES AND LOSS ADJUSTMENT
EXPENSES:

Losses and loss adjustment expenses, net of related reinsur-
ance recoverable, are charged to income as incurred. Unpaid
losses and loss adjustment expenses are principally based on
reports and individual case estimates received from ceding
companies. An amount is included for losses and loss adjust-
ment expenses incurred but not reported (IBNR) on the
basis of past experience. The methods of making such esti-
mates and for establishing the resulting reserves are continu-
ally reviewed and updated, and any adjustments resulting
therefrom are reflected in income currently.

Unpaid losses and loss adjustment expenses include cer-
tain amounts for the reinsurance of risks related to environ-
mental impairment and asbestos-related illnesses. The
majority of TRH’s environmental and asbestos-related lia-
bilities arise from contracts entered into after 1984. These
obligations generally arose from contracts underwritten
specifically as environmental or asbestos-related coverages
rather than from standard general liability coverages where
the environmental or asbestos-related liabilities were neither
clearly defined nor specifically excluded. The reserves car-
ried at December 31, 2001 for such claims, including IBNR,
are based upon known facts and current law. However, sig-
nificant uncertainty exists as, among other things, there are
inconsistent court resolutions and judicial interpretations
with respect to underlying policy intent and coverage and
uncertainties as to the allocation of responsibility for resul-
tant damages. Further, there is always the possibility of

changes in statutes, laws, regulations and other factors that
could have a material effect on these liabilities and, accord-
ingly, future earnings.

Additionally, loss and loss adjustment expense reserves, net
of related reinsurance recoverables, include amounts resulting
from the September 11th terrorist attacks which are principally
related to property (including business interruption), other lia-
bility, workers’ compensation and aviation coverages. These
amounts are subject to significant uncertainty due to a variety
of issues such as coverage disputes, the assignment
of liability and a potentially long latency period for claims due
to respiratory disorders and stress.

(g) DEFERRED INCOME TAXES:

Deferred income taxes are provided for the expected tax
effect of temporary differences between the amounts of assets
and liabilities used for financial reporting purposes and the
amounts used in tax returns.

(h) REINSURANCE DEPOSITS:

Amounts received pursuant to reinsurance contracts that are
not expected to indemnify the ceding company against loss
or liability are recorded as deposits and included in “reinsur-
ance balances payable” on the Consolidated Balance Sheets.
These deposits are treated as financing transactions and are
credited with interest according to contract terms.

(i) CURRENCY TRANSLATION:

Assets and liabilities denominated in foreign currencies are
translated into U.S. dollars at year-end exchange rates.
Income and expense accounts are translated at average
exchange rates for the year. The resulting net unrealized cur-
rency translation gain (loss) for functional currencies is
reflected in accumulated other comprehensive income, a
component of stockholders’ equity.

Transaction gains and losses on assets and liabilities
denominated in foreign currencies which are not designated
as functional currencies are reflected in results of operations
during the period in which they occur.

() ACCOUNTING STANDARDS:

(i) Adoption of SFAS No. 133 and Change in
Classification of Certain Bonds:

SFAS No. 133, “Accounting for Derivative Instruments and
Hedging Activities,” issued by the Financial Accounting
Standards Board (FASB) in June 1998, as amended, estab-
lished accounting and reporting standards for derivative
instruments, including certain derivative instruments
embedded in other contracts, and for hedging activities. In
accordance with the standard, TRH adopted its provisions
on January 1, 2001 with no resulting effect on net income or
cash flows.

In accordance with the transition provisions of SFAS No.
133, as amended, in 2001, TR H transferred all of its bonds in
the held-to-maturity classification (with an amortized cost of
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NQOTIES (conTINUED)

$932.3 million and market value of $982.1 million at the date
of transfer) to the bonds available~for-sale classification (on
the balance sheet) to enhance TRH’s flexibility with respect
to future portfolio management. The resulting increase in
unrealized appreciation of investments, net of income taxes (a
component of accumulated other comprehensive income), of
$32.4 million (net of a tax effect of $17.4 million) has been
recorded as the cumulative effect of an accounting change in
the Consolidated Statement of Comprehensive Income and
the Consolidated Statement of Stockholders’ Equity for the
2001 period. Under the provisions of SFAS No. 133, such a
transfer does not affect TRH’s intent nor its ability to hold
bonds acquired in the future to their maturity.

(i) Other Accounting Standards:

In December 1999, the Securities and Exchange Commis-
sion (SEC) issued Staff Accounting Bulletin (SAB) 101,
“Revenue Recognition in Financial Statements.” SAB 101
provides guidance on the recognition, presentation and dis-
closure of revenue in financial statements. In accordance with
the bulletin and subsequent guidance that deferred the
implementation date, TRH adopted SAB 101 in the fourth
quarter of 2000. With respect to results of operations, finan-
cial position and cash flows, SAB 101 did not have a material
impact in 2001 nor 2000 and is not expected to have a mate-
rial impact thereafter.

In September 2000, the FASB issued SFAS No. 140,
“Accounting for Transfers and Servicing of Financial Assets
and Extinguishments of Liabilities—a replacement of SFAS
No. 125.” SFAS No. 140 specifies the accounting and report-
ing requirements for securitizations and other transfers of
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financial assets and collateral, the recognition and measure-
ment of servicing assets and liabilities and the extinguishment
of Habilities. This statement is effective for the recognition
and reclassification of collateral and for disclosures relating
to securitization transactions and collateral for fiscal years
ending after December 15, 2000. SFAS No. 140 is effective
for transfers and servicing of financial assets and extinguish-
ments of liabilities occurring after March 31, 2001 and is to
be applied prospectively with certain exceptions. Adoption
of the new requirements on their effective dates has not had
and is not expected to have a material impact on TRH’s
results of operations, financial position or cash flows.

SFAS No. 142, “Goodwill and Other Intangible Assets,”
was issued by the FASB in June 2001. This statement
addresses financial accounting and reporting for acquired
goodwill and other intangible assets and supersedes Account-
ing Principles Board Opinion No. 17, “Intangible Assets.”
The new standard addresses how intangible assets that are
acquired individually or with a group of other assets (but not
those acquired in a business combination} should be
accounted for in financial statements upon their acquisition.
This statement also addresses how goodwill and other intan-
gible assets should be accounted for after they have been ini-
tially recognized in the financial statements. Among other
things, goodwill and some intangible assets will no longer be
amortized, but will be subject to impairment tests at least
annually. In accordance with the statement, TR H will imple-
ment SFAS No. 142 on January 1, 2002. Management
believes that the implementation of this standard will not
have a material effect on TRH’s results of operations, finan-
cial position or cash flows.




3. INVESTMENTS
(a) STATUTORY DEPQOSITS:

Investments, the substantial majority of which are bonds and
common stocks available for sale, were deposited with gov-
ernmental authorities as required by law and amounted to
approximately $113,000,000 and $118,000,000 at December
31, 2001 and 2000, respectively.

(b) NET INVESTMENT INCOME:

An analysis of net investment income of TRH follows:

Years Ended December 31, 2001 2000 1999
(in thousands)
Fixed maturities $200,955 | $207,569  $213,086
Equities 18,703 9,988 11,163
Other 26,008 22,039 14,820
Total investment
income 245,666 239,596 239,069
Investment expenses (5,583) (5,111) (8,330)
Net investment
income $240,083 | $234,485  $230,739

(c) INVESTMENT GAINS AND LOSSES:

Realized net capital (losses) gains and the change in net unre-
alized (depreciation) appreciation of investments are summa-
rized as follows:

Years Ended December 31, 2001 2000 1999
(in thousands)
Realized net capital
(losses) gains on sale
of investments:
Fixed maturities $ (803)| $(33,573) § (3,679)
Equities (258) 66,879 87,404
Other 821 (208) (932)
Totals $ (240)| $ 33,098 $ 82,793
Change in net unrealized
(depreciation)
appreciation of
investments:
Fixed maturities
carried at
amortized cost@ $(49,855) | § 29,083 § (65,307)
Fixed maturities
carried at market @ 55,318 128,481 (167,122)
Equities (41,909) (69,958) (26,409)
Other (216) (2,456) 3,455
Totals $(36,662) | § 85,150 $(255,383)

(1) Before deferred income tax effect.
(2) Amounts for 2001 include the change in classification of certain bonds
(see Note 2(3)(i)).
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(d) FIXED MATURITIES:

The amortized cost and market value of bonds at December 31, 2001 and 2000 are summarized as follows:

Gross Unrealized

Amortized Market
2001 Cost Gains Losses Value
(in thousands)
Bonds available for sale and carried
at market value:
U.S. Government and government agency bonds $ 273,941 $ 10,980 $ 663 §$§ 284,258
States, foreign and domestic municipalities and
political subdivisions 2,501,992 90,062 7,464 2,584,590
Foreign governments 180,066 4,191 833 183,424
Corporate 594,915 18,796 12,042 601,669
Totals $3,550,914 $124,029 $21,002 $3,653,941
Amortized Gross Unrealized Market
2000 Cost Gains Losses Value
(in thousands)
Bonds held to maturity and carried
at amortized cost:
States, foreign and domestic municipalities and
political subdivisions $ 932,260 $49,984 $ 129 § 982115
Bonds available for sale and carried
at market value:
US. Government and government agency bonds $ 268,162 $ 9,052 $ 100 § 277,114
States, foreign and domestic municipalities and
political subdivisions 1,366,344 43,039 2,278 1,407,105
Foreign governments 228,125 4,313 444 231,994
Corporate 585,240 6,913 12,786 579,367
Totals $2,447,871 $63,317 $15,608  $2,495,580

The amortized cost and market value of bonds at Decem-
ber 31, 2001 by contractual maturity, are as follows. Expected
maturities may differ from contractual maturities because
borrowers may have the right to call or prepay obligations
with or without call or prepayment penalties. Investments in
fixed maturities exclude short-term investments.

Amortized Market
Cost Value
(in thousands)
Bonds available for sale:
Due in one year or less $ 231,992 $ 235,266
Due after one year through
five years 895,695 930,727
Due after five years through
ten years 558,326 571,910
Due after ten years 1,864,901 1,216,038
Totals $3,550,914 $3,653,941
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Gross gains of $6,069,000, $6,688,000 and $4,961,000 and
gross losses of $7,145,000, $41,457,000 and $9,273,000 were
realized on sales of investments in fixed maturities available
for sale in 2001, 2000 and 1999, respectively.

(e) EQUITIES:

Gross gains of $90,698,000, $118,739,000 and $109,404,000
and gross losses of $90,956,000, $51,860,000 and
$22,000,000 were realized on sales of equities in 2001, 2000
and 1999, respectively. At December 31, 2001 and 2000, net
unrealized appreciation of equities (before applicable income
taxes) included gross gains of $31,723,000 and $98,810,000
and gross losses of $16,038,000 and $41,216,000, respectively.




4. FEDERAL AND FOREIGN INCOME TAXES

(2) The Company files a U.S. consolidated federal income tax
return with its domestic subsidiaries, TRC and Putnam.
TRC will include as part of its taxable income those items of
income of the non-U.S. subsidiary, TR Z, which are subject
to U.S. income tax currently, pursuant to Subpart F income
rules of the Internal Revenue Code, and included, as appro-
priate, in the consolidated federal income tax return.

The U.S. federal income tax rate was 35% for 2001, 2000
and 1999. Actual tax (benefit) expense on (loss) income
before income taxes differs from the “expected” amount com-
puted by applying the U.S. federal income tax rate because of
the following:

Years Ended December 31, 2001 2000 1999
(dollars in thousands) Percent of Percent of Percent of
Income Before Income Before Income Before
Amount Income Taxes Amount Income Taxes Amount Income Taxes
“Expected” tax (benefit) expense | $(11,937) 35.0% | $ 93,794 35.0% § 82,634 35.0%
Adjustments:
Tax-exempt interest (37,128) 108.9 (34,837) (13.0) (31,375) (13.3)
Dividends received deduction (3,897) 11.4 (1,458) (0.6) (2,051) (0.9)
Other 37 0.1 (1,155) 0.4) (473) 0.2)
Actual tax (benefit) expense $(52,999) 155.4% | $ 56,344 21.0% $ 48,735 20.6%
Foreign and domestic components
of actual tax (benefit) expense:
Foreign $ 3,994 $ 2,717 $ 3,302
Domestic:
Current (21,083) 53,395 52,959
Deferred (35,910) 232 (7,526)
J $(52,999) $ 56,344 $ 48,735

The domestic current tax benefit for 2001 includes
$17.7 million resulting from a tax net operating loss carryback
to prior years. In addition, the 2001 domestic deferred tax

benefit includes $19.6 million resulting from a minimum tax

credit carryforward which, by law, may be carried for-
ward indefinitely.

(b) The components of the net deferred income tax asset at December 31, 2001 and 2000 were as follows:

2001 2000
(in thousands)
Deferred income tax assets:
Unpaid losses and loss adjustment expenses, net of related reinsurance recoverable $182,398 $165,738
Unearned premiums, net of prepaid reinsurance premiums 35,176 27,192
Cumulative translation adjustment 26,383 16,828
Minimum tax credit carryforward 19,600 —
Other 6,467 6,422
Total deferred income tax assets 270,024 216,180
Deferred income tax liabilities:
Deferred acquisition costs 35,401 26,818
Net unrealized appreciation of investments 41,527 36,910
Other 8,114 8,331
Total deferred income tax liabilities 85,042 72,059
Net deferred income tax asset $184,982 $144,121

No valuation allowance has been recorded.

(c) Income tax payments by TRH totaled $27,702,000, $47,594,000 and $61,861,000 in 2001, 2000 and 1999, respectively.
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5. LIABILITY FOR UNPAID LOSSES AND LOSS ADJUSTMENT EXPENSES

Activity in the liability for unpaid losses and loss adjustment expenses is summarized as follows:

Years Ended December 31, 2001 2000 1999
(in thousands)
At beginning of year:
Unpaid losses and loss adjustment expenses $3,077,162 $3,304,931 $3,116,038
Less reinsurance recoverable 462,245 542,769 459,935
Net unpaid losses and loss adjustment expenses 2,614,917 2,762,162 2,656,103
Net losses and loss adjustment expenses incurred in respect of
losses occurring in:
Current year 1,525,857 1,182,539 1,216,294
Prior years 35,672 14,357 (67,477)
Total 1,561,529 1,196,896 1,148,817
Net losses and loss adjustment expenses paid in respect of
losses occurring in:
Current year 374,807 390,433 340,155
Prior years 892,752 953,708 702,603
Total 1,267,559 1,344,141 1,042,758
At end of year:
Net unpaid losses and loss adjustment expenses 2,908,887 2,614,917 2,762,162
Plus reinsurance recoverable 838,696 462,245 542,769
Unpaid losses and loss adjustment expenses $3,747,583 $3,077,162 $3,304,931

Current year net losses and loss adjustment expenses
incurred for 2001 include catastrophe losses of $215 million
($200 million of which represents the estimated cost of the
September 11th attacks—see Note 8) and a loss of $60 mil-
lion for the estimated reinsurance exposure related to Enron
Corporation.

In addition, as a result of net increases in estimates of losses
occurring in prior years, net losses and loss adjustment
expenses were increased by $35.7 million. Significant adverse
development was recorded in 2001 on losses occurring
in 1994 through 1998 in medical malpractice, 1997 through
2000 in auto lability, 1998 and 1999 in accident and health
and 2000 in the fire line. These increases to incurred losses
were partially offset by favorable development in 2001 on
losses occurring primarily from 1990 through 1996 and 1999
through 2000 in the other liability line.

2000 catastrophe losses had an immaterial impact on that
year’s results. In addition, as a result of net increases in esti-
mates of losses occurring in prior years, net losses and loss
adjustment expenses were increased by $14.4 million in 2000.
In particular, significant adverse development was recorded
in 2000 on losses occurring in 1998 and 1999 in fire and allied
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lines. These increases to incurred losses were partially offset
by favorable development in 2000 on losses occurring pri-
marily in 1994 through 1999 in the other liability line.

1999 current year net losses and loss adjustment expenses
incurred include catastrophe losses of $85 million. More than
one-half of those losses were from European storms occur-
ring late in the year. Two of those storms, Lothar and Mar-
tin, occurred within a day of each other in late December and
caused extensive property damage in Western Europe, most
severely in France. These two storms collectively are consid-
ered among the worst natural catastrophes ever to
strike France.

In addition, as a result of net decreases in estimates of losses
occurring in prior years, net losses and loss adjustment
expenses were reduced by $67.5 million in 1999. Significant
favorable development was recorded in 1999 on losses occur-
ring in 1987 through 1996 in the other liability line and in
1994 through 1998 in the aviation line. These reductions to
incurred losses were partially offset by adverse development
in 1999 on losses occurring in 1997 and 1998, principally in
fire, allied lines, auto liability and ocean marine lines, and
prior to 1984 in the other liability line.




6. COMMON STOCK

Common stock activity for each of the three years in the period ended December 31, 2001 was as follows:

2001 2000 1999
Shares outstanding, beginning of year 34,773,608 34,727,822 34,666,836
Issued under stock option and purchase plans 124,945 45,786 60,986
Stock split eftected as a dividend 17,421,392 — —
Acquisition of treasury stock (64,200) — -
Shares outstanding, end of year 52,255,745 34,773,608 34,727,822

As a result of a common stock split in the form of a 50%
stock dividend, common stock increased by $17.4 million and
additional paid-in capital decreased by $17.5 million in 2001.

7. NET INCOME PER COMMON SHARE

This stock split was paid on July 20, 2001, to holders of record
on June 29, 2001.

Net income per common share has been computed in the following table based upon weighted average common shares out-
standing. Share and per share amounts have been retroactively adjusted, as appropriate, to reflect a 3-for-2 split of the com-~
mon stock in the form of a 50% stock dividend, paid in July 2001.

Years Ended December 31, 2001 2000 1999
(in thousands, except per share data)
Net income (numerator) $18,892 $211,638 $187,362
Weighted average common shares outstanding used in the
computation of net income per share:
Average shares issued 53,044 52,927 52,856
Less: Average shares in treasury 820 800 800
Average outstanding shares—basic (denominator) 52,224 52,127 52,056
Average potential shares, principally stock options 512 348 268
Average outstanding shares—diluted (denominator) 52,736 52,475 52,324
Net income per common share:
Basic $ 0.36 $ 4.06 $ 360
Diluted 0.36 4.03 3.58

8. IMPACT QOF SEPTEMBER 11TH TERRORIST ATTACKS ON THE UNITED STATES

Results for 2001 include pre-tax net losses and loss adjustment
expenses of $200 million from the September 1ith terrorist
attacks, or $130 million after tax. The pre-tax netloss estimate
is comprised of gross incurred losses and loss adjustment

expenses of approximately $500 million less related rein-
suranice ceded of approximately $300 million. The losses
recorded for this event represent TRH’s estimate of ultimate
losses based upon information presently available.
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9. ACCUMULATED OTHER COMPREHENSIVE INCOME

The components of accumulated other comprehensive income and changes in such amounts between years are as follows:

Net Unrealized
Net Unrealized Currency
Appreciation Translation Accumulated
of Investments, Gain (Loss), Other
Net of Netof  Comprehensive
Income Tax Income Tax Income
(in thousands)
Balance, December 31, 1998 $ 155,652 $ 2,900 $ 158,552
Change during year (123,551) (16,789) (140,340)
Balance, December 31, 1999 32,101 (13,889) 18,212
Change during year 36,445 (17,884) 18,561
Balance, December 31, 2000 68,546 (31,773) 36,773
Cumulative effect of an accounting change,
net of income tax (See Note 2(3)()) 32,406 — 32,406
Other change during year (23,831) (17,745) (41,576)
Balance, December 31, 2001 $ 77,121 $(49,518) $ 27,603

10. PENSION, SAVINGS AND STOCK PURCHASE PLANS

TRH’ employees participate in benefit plans administered by
AIG (See Note 11) including a noncontributory defined ben-
efit pension plan, an employee stock purchase plan and a vol-
untary savings plan (a 401(k) plan) which provides for certain
matching contributions. These plans cover a substantial
majority of TRH’s employees. Certain of these plans do not
separately identify plan benefits and plan assets attributable to
employees of participating companies. In the opinion of man-
agement, no material additional lability would accrue to
TRH were such plan benefits and plan assets identifiable.

In addition, under TRH’ 1990 Employee Stock Purchase
Plan, as amended, full time employees with at least one year

11. STOCK OPTICN PLANS

In 2000, the Company’s Board of Directors adopted, and the
stockholders approved, the “Transatlantic Holdings, Inc.
2000 Stock Option Plan” (the 2000 Plan). This plan provides
that options may be granted to certain key employees and
non-employee directors to purchase a maximum of
2,250,000 shares of the Company’s common stock at prices
not less than their fair market value at the date of grant. At
December 31, 2001, 1,762,725 shares were reserved for future
grants under the 2000 Plan. The 2000 Plan also provides that
25% of the options granted become exercisable on the
anniversary date of the grant in each of the four years fol-
lowing the grant and expire 10 years from the date of grant.
The Company also maintains the “Transatlantic Holdings,
Inc. 1995 Stock Option Plan” (the 1995 Plan) and the
“Transatlantic Holdings, Inc. 1990 Stock Option Plan” (the
1990 Plan). The 1995 Plan and the 1990 Plan operate under
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of employment with the Company or any of its subsidiaries
are eligible to receive privileges to purchase shares of the
Company’s common stock at a price which is 85% of the fair
market value of such stock on the date of subscription or the
date of grant of the purchase privilege, whichever is greater.
An aggregate of 1,125,000 shares of common stock has been
authorized for subscription and 1,531 shares were purchased
under the plan in 2001.

The charges made to operations for these plans for 2001,
2000 and 1999 were $1,912,000, $1,599,000, and $751,000,
respectively.

substantially similar terms to the 2000 Plan, except that non-
employee directors were not covered under the 1990 Plan.
No further options can be granted under the 1995 Plan nor
the 1990 Plan, although options outstanding continue in
force until exercise, expiration or forfeiture.

In each 0f 1994 and 1992, the Stock Option and Purchase
Plan Committee granted 45,000 options to certain non-
employee directors of the Company, who are directors, offi-
cers and employees of AIG, to purchase shares of the
Company’s common stock at $22.67 per share and $23.33 per
share, respectively. Such options were granted outside of,
but on substantially the same terms and conditions as, the
1990 Plan. As of December 31, 2001, all of these options
were exercisable as none have been exercised or forfeited.
The impact of these options on the financial statements is
not material.




A summary of the combined status of the 2000 Plan, the 1995 Plan and the 1990 Plan (collectively, the Company Plans) ® O

as of December 31, 2001, 2000 and 1999 and changes during the years ended on those dates is presented below:

2001 2000 1999
Weighted Weighted Weighted
Number of Average Number of Average Number of Average
Shares  Exercise Price Shares  Exercise Price Shares  Exercise Price
Outstanding, beginning of year 1,608,318 $44.49 1,407,311 $40.02 1,296,143 $36.67
Granted 212,400 90.99 288,750 63.50 247,500 51.00
Exercised (177,248) 32.23 (69,233) 31.10 (86,598) 23.32
Forfeited (38,160) 54.71 (18,510) 51.35 (49,734) 36.53
Outstanding, end of year 1,605,310 51.75 1,608,318 4449 1,407,311 40.02
Exercisable, end of year 1,011,133 $41.29 956,795 $36.56 778,129 $33.30
Weighted average fair value
of options granted
during the year $23.04 $17.76 $14.50

The weighted average fair value of each option grant is
estimated on the date of grant using the “Binomial Option
Price Model” with the following weighted average assump-
tions used for grants in 2001, 2000 and 1999, respectively:

expected volatility of 20.0%, 18.0% and 18.0%; risk-free
interest rates of 4.4%, 5.4%, and 6.4%; and expected lives of
six years for each grant. An increasing dividend schedule is
used in the binomial model based on historical experience.

The following table summarizes information about the Company Plans’ outstanding and exercisable options at Decem-
ber 31, 2001:

Options Outstanding Options Exercisable

Weighted
Average Weighted Weighted
Number of Remaining Average  Number of Average
Range of Exercise Prices Shares Contractual Life Exercise Price Shares Exercise Price
$22.67 to $34.22 483,684 4.0 years $30.37 483,684 $30.37
$47.92 to $63.50 909,226 7.6 53.96 527,449 51.30
$96.99 212,400 9.9 90.99 — -
$22.67 to $90.99 1,605,310 6.8 51.75 1,011,133 41.29
The Company accounts for its stock options based on the  Years Ended December 31, 2001 2000 1999
intrinsic value method prescribed in Accounting Principles 7
.. . . (in thousands, except
Board Opinion (APB) No. 25 and related interpretations, as per share data)
permitted under SFAS No. 123. Had compensation costbeen o1 income:
charged to earnings in accordance with the fair value method As reported $18,892 | $211,638 $187,362
discussed in SFAS No. 123, the Company’s net income and Pro forma 16,081 | 209,061 184,953
net income per share (on a pro forma basis) would have been  Net income per
as follows: common share
(split adjusted):
As reported:
Basic 0.36 4.06 3.60
Diluted 0.36 4.03 3.58
Pro forma:
Basic 0.31 4.01 3.55
Diluted 0.30 3.98 3.53
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12. RELATED PARTY TRANSACTIONS

In August 1998, AIG increased its beneficial ownership of the
Company’s outstanding common stock from 49% to over
50%. As of December 31, 2001, AIG beneficially owned
approximately 60% of the Company’s outstanding shares.
TRH has service and expense agreements and certain
other agreements with the AIG Group which provide for the
reimbursement to the AIG Group of certain administrative
and operating expenses which include, but are not limited to,
investment advisory and cash management services, office
space and human resource related activities. Under the guid-
ance of TRH’s Finance Committee of the Board of Direc-
tors and senior management, certain AIG Group companies
act as financial advisors and managers of TRH’s investment

portfolio. In 2001, 2000 and 1999, $7,900,000, $7,700,000
and $10,600,000, respectively, of operating and investment
expenses relate to services and expenses provided by the AIG
Group under these agreements.

Approximately $232 million (10%), $209 million (11%)
and $184 mullion (11%) of gross premiums written by TRH
in 2001, 2000 and 1999, respectively, were attributable to
reinsurance purchased by the AIG Group, for the production
of which TRH paid ceding commissions to the AIG Group
of $50 million, $38 million and $34 million, respectively, in
such years. (See Note 14 for information relating to reinsur-
ance ceded to related parties.)

13. DIVIDEND RESTRICTION AND STATUTORY FINANCIAL DATA

The payment of dividends by the Company is dependent on
the ability of its subsidiaries to pay dividends. The payment
of dividends by TRC and its wholly-owned subsidiaries,
TRZ and Putnam, is restricted by insurance regulations.
Under New York insurance law, TR C and Putnam may pay
dividends only out of their statutory earned surplus. Gener-
ally, the maximum amount of dividends that a company may
pay without regulatory approval in any twelve-month period
is the lesser of adjusted net investment income or 10% of
statutory policyholders’ surplus as of the end of the most
recently reported quarter unless the New York Insurance
Department, upon prior application, approves a greater div-
idend distribution. Adjusted net investment income is
defined for this purpose to include net investment income for
the twelve months immediately preceding the declaration or
distribution of the current dividend increased by the excess,
if any, of net investment income over dividends declared or
distributed during the period commencing thirty-six
months prior to the declaration or distribution of the current
dividend and ending twelve months prior thereto. The statu-
tory surplus of TRC includes the statutory surplus of Put-
nam since all the capital stock of Putnam is owned by TRC.
AtDecember 31, 2001, TR C had statutory earned surplus of
$983,249,000, and, in 2002, could pay dividends of approx-
imately $140,105,000 without such regulatory approval.

Statutory surplus and net income as reported to the New
York Insurance Department were as follows:

Years Ended December 31, 2001 2000 1999
(in thousands)
TRC
Statutory surplus $1,401,055 | $1,531,876  $1,442,571
Statutory net
(loss) income (55,262) 170,898 131,479
Putnam
Statutory surplus 107,007 107,728 104,317
Statutory net
(loss) income (693) 10,828 9,443
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TRC and Putnam each prepare statutory financial
statements in accordance with accounting practices prescribed
or permitted by New York—their state of domicile. Prescribed
statutory accounting practices are discussed in a variety of pub-
lications of the National Association of Insurance Commis-
sioners (NAIC), as well as in state laws, regulations and general
administrative rules. Permitted statutory accounting practices
encompass all accounting practices not so prescribed. All
material statutory accounting practices of TRC and Putnam
are prescribed in the authoritative literature described above.

In 1998, the NAIC adopted the Codification of Statutory
Accounting Principles (Codification) as primary guidance
on statutory accounting effective January 1, 2001. The Cod-
ification provides guidance for areas where previously statu-
tory accounting had been silent and changes current
statutory accounting in some areas. The New York Insurance
Department adopted most of the Codification guidance for
implementation on January 1, 2001, but did not adopt several
key provisions including those on deferred income taxes.
The cumulative effect of the implementation of Codification
guidance (as adopted by the New York Insurance Depart-
ment) on the statutory surplus of TRC and Putnam as of
January 1, 2001 was not material. In addition, the Codifica-
tion guidance is not expected to have a material effect on
future statutory net income, financial position or cash flows.




14. REINSURANCE CEDED

In the normal course of business, TRH purchases reinsur-
ance from its retrocessionnaires to reduce the effect of
individual or aggregate losses and to allow increased gross
premium writings and afford greater risk capacity without
necessarily requiring additional capital.

TRH’s ceded reinsurance agreements consist of pro rata
and excess-of-loss contracts. Under pro rata reinsurance,

TRH and its retrocessionnaires share premiums, losses and
expenses in an agreed upon proportion. For consideration,
generally based on a percentage of premiums of the indi-
vidual policy or policies subject to the reinsurance agree-
ment, excess-of-loss contracts provide reimbursement to
TRH for losses in excess of a predetermined amount up to
a predetermined limit.

Premiums written and earned and losses and loss adjustment expenses incurred are comprised as follows:

Years Ended December 31, 2001 2000 1999
(in thousands)
Gross premiums assumed $2,297,896 $1,880,389 $1,690,714
Reinsurance ceded:
Affiliates 113,540 95,060 100,415
Other 278,709 126,750 91,775
392,249 221,810 192,190
Net premiums written $1,905,647 $1,658,579 $1,498,524
Gross premiums earned $2,161,522 $1,855,374 $1.675,233
Reinsurance ceded:
Affiliates 105,198 98,735 102,987
Other 265,985 125,103 87,612
371,183 223,838 190,599
Net premiums earned $1,790,339 $1,631,536 $1,484,634
Gross incurred losses and loss adjustment expenses $2,095,030 $1,363,165 $1,375,589
Reinsurance ceded 533,501 166,269 226,772
Net losses and loss adjustment expenses $1,561,529 $1,196,896 $1,148,817

Amounts recoverable from retrocessionnaires are recog-
nized in a manner consistent with the claims liabilities asso-
ciated with the retrocession and are presented on the balance
sheet as reinsurance recoverable on paid and unpaid losses and
loss adjustment expenses. Such balances at December 31,
2001 and 2000 are comprised as follows:

2001 2000
Afhliates Other  Affiliates Other

(in thousands)
Paid $ 20,620 $ 28,155 | $ 53,922 $ 40,699
Unpaid 233,299 592,364 207,175 242,037
Total $253,919 $620,519 | $261,097 $282,736

Ceded reinsurance arrangements do not relieve TRH
from its obligations to the insurers and reinsurers from whom
itassumes business. The failure of retrocessionnaires to honor
their obligations could result in losses to TR H; consequently,
an allowance has been established for estimated unrecover-
able reinsurance on paid and unpaid losses totaling $13.0 mil-
lion in both 2001 and 2000. TRH evaluates the financial
condition of its retrocessionnaires through a security com-
mittee. With respect to reinsurance recoverable on paid and
unpaid losses and prepaid reinsurance premiums, TR H holds
substantial amounts of funds and letters of credit to collater-
alize these amounts. Such funds and letters of credit can be
drawn on for amounts remaining unpaid beyond contract
terms. No uncollateralized amounts recoverable from a single
retrocessionnaire, other than amounts due from affiliates, are
considered material to the financial position of TRH.
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15. SEGMENT INFORMATION

TRH conducts its business and assesses performance through
segments organized along geographic lines. Financial data
from the London and Paris branches and from TRZ are
reported in the aggregate as International-Europe and con-
sidered as one segment due to operational and regional sim-
ilarities. Data from branches in the Americas, other than
those in the United States which underwrite primarily
domestic business, and from branches in the Asia Pacific
region are grouped as International-Other and represent the
aggregation of non-material segments. In each segment,
property and casualty reinsurance is provided to insurers and
reinsurers on a treaty and facultative basis, through brokers or
directly to ceding companies.

A significant portion of assets and liabilities of TRH’s
international operations relate to the countries where ceding
companies and reinsurers are located. Most investments are
located in the country of domicile of these operations. In
addition to licensing requirements, TRH’ international
operations are regulated in various jurisdictions with respect
to currency, amount and type of security deposits, amount

and type of reserves and amount and type oflocal investment.
Regulations governing constitution of technical reserves and
remittance balances in some countries may hinder remittance
of profits and repatriation of assets.

While the great majority of premium revenues and assets
relate to the regions where particular offices are located,
a portion of such amounts are derived from other regions of
the world. In addition, two large international brokers,
respectively, accounted for non-AlG business equal to 15%
and 14% in 2001, 15% and 14% in 2000 and 14% and 14% in
1999, of consolidated revenues, with a significant portion in
each segment. Further, one customer accounted for approx-
imately 12%, 10% and 8% of consolidated revenues in 2001,
2000 and 1999, respectively. Revenues from such customer,
asignificant portion of which were obtained through the two
large international brokers discussed above, are included
principally in the International-Europe segment, for all
periods discussed.

The following table is a summary of financial data

by segment:

International
2001 Domestic Europe® Other Consolidated
(in thousands)
Revenues) @@ $1,114,204 $ 715,987 $199,991 $2,030,182
Income (loss) before income taxes @ 19,589 (43,898) (9,798) (34,107)
Segment assets & 4,782,701 1,495,774 462,828 6,741,303
International
2000 Domestic Europe® Other Consolidated
(in thousands)
Revenues®@©) $1,038,310 $ 654,460 $206,349 $1,899,119
Income before income taxes® 242 459 14,040 11,483 267,982
Segment assets® 3,911,303 1,233,370 377,999 5,522,672
International
1999 Domestic Europe® Other Consolidated
(in thousands)
Revenues M@0 $1,020,806 $ 615,683 $161,677 $1,798,166
Income (loss) before income taxes® 260,075 (2,607) (21,371) 236,097
Segment assets® 3,932,305 1,111,175 436,718 5,480,198

(1) Revenues represent the sum of net premiums earned, net investment income and realized net capital gains (losses).

(2) Domestic revenues and income before income taxes include realized net capital gains of $241, $29,668 and $82,162 in 2001, 2000 and 1999, respectively.
Realized net capital gains (losses) for other segments in each of the years presented are not material.

(3) Net revenues from affiliates approximate $100,300, $110,038 and $80,237 in 2001, 2000 and 1999, respectively, and are included primarily in

domestic revenues.

(4) Includes revenues from the London, England office of $435,007, $380,694 and $350,398 in 2001, 2000 and 1999, respectively.

(5) As of December 31.
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Net premiums earned by major product grouping are as follows:

Years Ended December 31, 2001 2000 1999
(in thousands)
Casualty:
Auto liability $ 491,307 § 312,727 $ 308,194
Other liability* 335,096 274,627 256,349
Medical malpractice 156,695 141,355 141,932
Ocean marine and aviation 138,886 193,521 146,623
Accident and health 126,883 190,916 130,927
Surety, credit and financial guaranty 86,670 74,005 70,652
Other 85,983 62,575 45,034
Total casualty 1,421,520 1,249,726 1,099,711
Property:
Fire 171,519 193,413 177,758
Homeowners multiple peril 63,352 57,855 62,913
Auto physical damage 49,645 51,670 47,551
Allied lines 33,990 42299 44,607
Other 50,313 36,573 52,094
Total property 368,819 381,610 384,923
Total $1,790,339 $1,631,536 $1,484,634

* A significant portion of this product grouping includes more complex risks such as professional liability (other than medical malpractice), directors’ and

officers’ liability, errors and omissions and environmental impairment liability.

16. COMMITMENTS AND CONTINGENT LIABILITIES

(a) LEGAL PROCEEDINGS:

TRH, in common with the reinsurance industry in general,
is subject to litigation in the normal course of its business.
TRH does not believe that any pending litigation will have a
material adverse effect on its results of operations, financial
position or cash flows.

(b) COMMERCIAL COMMITMENTS:

In the normal course of business, TRH has issued letters
of credit to ceding companies amounting to $16,767,000,
which will expire by the end of 2003 unless renewed. Where
TRH provides a letter of credit, it is generally contractually
obligated to continue to provide a letter of credit to the
ceding company in the future to secure certain reserves and
other balances.

(c) LEASES:

As of December 31, 2001, the future minimum lease payments
(principally for leased office space) under various long-term
operating leases were as follows:

(in thousands)

2002 $ 3,255
2003 5,093
2004 4,847
2005 4,553
2006 3,172
Remaining years after 2006 6,766

Total $29,686

Rent expense approximated $7,844,000, $8,281,000 and
$6,446,000 in 2001, 2000 and 1999, respectively.
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17. QUARTERLY FINANCIAL INFORMATION (unaudited)

The following is a summary of unaudited quarterly financial data for each of the years ended December 31, 2001 and 2000.
However, in the opinion of management, all adjustments, consisting of normal recurring accruals, necessary to present fairly
the results of operations for such periods have been made. Per share amounts have been retroactively adjusted, as appropri-
ate, to reflect the 3-for-2 common stock split paid in July 2001.

Three Months Ended

March 31, 2001 June 30, 2001 September 30, 2001 December 31, 2001

(in thousands, except per share data)
Net premiums written $445,679 $460,899 $520,017 $479,052
Net premiums earned 424,307 443,638 479,295 443,099
Net investment income 59,636 59,897 60,345 60,205
Realized net capital gains (losses) 2,881 2,251 2,716 (8,088)
QOperating income (loss) 62,754 48,571 (136,496) (8,615)
Net income (loss) 50,416 39,846 (77,830) 6,460
Net income (loss) per

common share:

Basic 0.97 0.76 (1.49) 0.12

Diluted 0.96 0.76 (1.49) 0.12
Three Months Ended March 31, 2000 June 30, 2000 September 30, 2000 December 31, 2000
(in thousands, except per share data)
Net premiums written $392,513 $402,770 $450,929 $412,367
Net premiums earned 390,182 403,750 428,198 409,406
Net investment income 58,637 57,820 58,369 59,659
Realized net capital gains 13,877 5,928 9,241 4,052
Operating income 72,158 64,608 67,561 63,737
Net income 56,358 50,985 53,395 50,900
Net income per common share:

Basic 1.08 0.98 1.02 0.98

Diluted 1.08 0.97 1.02 0.97
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REPORT OF INDEPENDENT ACCOUNTANTS

To the Board of Directors and Stockholders of Transatlantic
Holdings, Inc.:

In our opinion, the accompanying consolidated balance
sheets and the related consolidated statements of operations,
stockholders’ equity, cash flows and comprehensive income
present fairly, in all material respects, the financial position of
Transatlantic Holdings, Inc. and Subsidiaries at December 31,
2001 and 2000, and the results of their operations and their
cash flows for each of the three years in the period ended
December 31, 2001 in conformity with accounting princi-
ples generally accepted in the United States of America.
These financial statements are the responsibility of the Com-
pany’s management; our responsibility is to express an opin-
ion on these financial statements based on our audits. We
conducted our audits of these statements in accordance with

REPORT OF MANAGEMENT

The management of Transatlantic Holdings, Inc. is responsi-
ble for the fair presentation of the consolidated financial
statements, including related notes thereto, and all other
financial information contained in this annual report. These
financial statements have been prepared in accordance with
accounting principles generally accepted in the United States
of America and include amounts based on the best estimates
and judgments of management.

The Company maintains an internal control structure
designed to provide reasonable assurance that assets are
safeguarded from loss or unauthorized use, that transac-
tions and events are properly reflected and that the finan-
cial records are reliable for the purposes of preparing financial
statements and maintaining accountability of assets and liabil-
ities. Management applies the concept of reasonable assur-
ance by weighing the cost of an internal control structure
with the benefits expected to be derived. The entire structure
is maintained and monitored by qualified personnel, with an
appropriate segregation of their duties. Such structure is sys-
tematically reviewed and evaluated by means of an internal

auditing standards generally accepted in the United States of

America, which require that we plan and perform the audit
to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements, assessing
the accounting principles used and significant estimates
made by management, and evaluating the overall financial
statement presentation. We believe that our audits provide a
reasonable basis for our opinion.

As discussed in Note 2 to the consolidated financial
statements, the Company adopted Statement of Financial
Accounting Standards No. 133 “Accounting for Derivative
Instruments and Hedging Activities” in 2001.

@Mu%ﬂw LLL

New York, New York
February 5, 2002

audit function. PricewaterhouseCoopers LLP, independent
accountants, considers the internal control structure to the
extent required in accordance with auditing standards gener-
ally accepted in the United States of America, in connection
with their audit of the Company’s consolidated financial
statements and related notes. PricewaterhouseCoopers LLP
has complete access to the Company’s records and appropri-
ate management personnel.

The Audit Committee of the Board of Directors is com-
posed solely of outside directors and meets regularly with
management, the independent accountants and the internal
auditors to review the scope and results of audit work per-
formed. Both the internal auditors and the independent
accountants have unrestricted access to the Audit Commit-
tee, without the presence of management, to discuss the
results of their work and views on the adequacy of the inter-
nal control structure, the quality of financial reporting and
any other matters they believe should be brought to the Audit
Committee’s attention.
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STOCKHOLDERS' MEETING

The 2002 stockholders’ meeting will be held on
Thursday, May 16, 2002, at 11:00 a.m., at 72 Wall Street,
seventh floor, New York, New York.

AUDITORS

PricewaterhouseCoopers LLP
1177 Avenue of the Americas
New York, New York 10036

COUNSEL
Fried, Frank, Harris, Shriver & Jacobson,
One New York Plaza, New York, New York 10004

TRANSFER AGENT AND REGISTRAR

American Stock Transfer & Trust Company,
59 Maiden Lane, New York, New York 10038
(800) 937-5449

STOCK TRADING

Transatlantic Holdings, Inc. Common Stock is traded on
the New York Stock Exchange.

Trading Symbol: TRH

COMMON STOCK AND DIVIDENDS

The following table sets forth the high and low closing sales
prices per share of the Company’s Common Stock, as
reported on the New York Stock Exchange Composite
Tape for each of the four quarters of 2001 and 2000,
adjusted, as appropriate, for the 3-for-2 commeon stock split

effected in the form of a 50 percent stock dividend, paid on
July 20, 2001:

2001 2000
High Low High Low
First Quarter 71.29 63.18 57.00 45.96
Second Quarter 83.82 68.91 60.38  54.38
Third Quarter 84.46 69.20 62.00 53.96
Fourth Quarter 92.00 82.62 70.58  59.96

In 2001, the Company declared a quarterly dividend of
$0.090 per common share in March and $0.096 per com-
mon share in each of May, September and December. In
2000, the Company declared a quarterly dividend of $0.083
per common share in March and $0.090 per common share
in each of May, September and November. The Company
paid each dividend in the quarter following the date of
declaration. All dividend information has been adjusted,
as appropriate, to reflect the 3-for-2 stock split paid in
July 2001.

CORPORATE INF

The declaration and payment of future dividends, if any,
by the Company will be at the discretion of the Board of
Directors and will depend upon many factors, including the
Company’s consolidated earnings, financial condition and
business needs, capital and surplus requirements of the
Company’s operating subsidiaries, regulatory considerations
and other factors.

The Company is a holding company whose principal
source of income is dividends from its subsidiary,
Transatlantic Reinsurance Company (TR C). The payment
of dividends by TRC and its wholly-owned subsidiaries,
Trans Re Zurich and Putnam Reinsurance Company, is
restricted by insurance regulations. {See Note 13 of Notes
to Consolidated Financial Statements.)

As of January 31, 2002, the approximate number of
holders of Common Stock, including those whose
Common Stock is held in nominee name, was 23,500.

EMPLOYEES
At December 31, 2001, the Company and its subsidiaries
had approximately 400 employees.

UPON REQUEST TO

INVESTCOR RELATIONS:

Transatlantic Holdings, Inc.

80 Pine Street

New York, New York 10005

Telephone: (212) 770-2040

Telefax: (212) 248-0965, you may receive:

— Transatlantic Holdings, Inc. Annual Report on
Form 10-K for the year ended December 31, 2001.

— Quarterly Earnings Press Releases (also available on the
Company’s Web site).

For additional information about the Company,

visit Transatlantic’s Web site:
http://www.transre.com
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NEW YORK (Headquarters)
80 Pine Street
New York, New York 10005
Telephone: (212) 770-2000
Fax:
Facultative (212) 269-6801
Treaty (212) 785-7230

CHICAGO (Regional Office)
500 West Madison Street
Suite 2710

Chicagoe, Illinois 60661
Telephone: (312) 930-5560
Fax: (312) 648-0377/0449

TORONTO

Cameron MacDonald

145 Wellington Street West
Toronto, Ontaric M5] 1HS8
Canada

Telephone: (416) 596-3960
Fax: (416) 971-8782

MIAMI (Latin America

and the Caribbean)

Javier Vijil

701 N.W. 62nd Avenue
Suite 790

Miami, Florida 33126
Telephone: (786) 437-3900
Fax: (786) 437-3888/3889

BUENOS AIRES

J. Andrew Downey

Paraguay 346 8vo. Piso

1057 Buenos Aires

Argentina

Telephone: (5411) 4315-8858
Fax: (5411) 4315-8905

RIO BDE JANEIRO

Paulo Cesar Pereira

Rua da Candelaria 65

Sala 2101

Rio de Janeiro, Brasil
Telephone: (5521) 2516-9702
Fax: (5521) 2516-8048

O e WORLDWIDE OFFICES

LONDGCN

Paul Bonny

Corn Exchange

55 Mark Lane

London, England

EC3R 7NE

Telephone: 44-207-204-8600
Fax: 44-207-480-5577

PARIS

Bertrand Levy

4 Rue Auber

Paris 75009 France
Telephone: 33-1-4006-1200
Fax: 33-1-4006-9610

ZURICH

Alain Manfré

Trans Re Zurich
Niischelerstrasse 32

P.O. Box 1475

8021 Zurich

Switzerland

Telephone: 411-227-6100
Fax: 411-227-6161

WARSAW
Krzysztof Koperski

Transatlantic Polska Sp. z o.0.

15 Jana Pawla II Street

9th floor

00-828 Warsaw, Poland
Telephone: 48-22-697-6891
Fax: 48-22-697-6890

JOHANNESBURG
Ralf Hefler

Hefler St. Clair & Associates c.c.

Zeltis House

50 Sixth Road

Hyde Park, 2196
Johannesburg, South Africa
Telephone: 27-11-283-3944
Fax: 27-11-283-3943

SYDNEY

Simon Lyon

Level 29, Chifley Tower

2 Chifley Square

Sydney NSW 2000
Australia

Telephone: 612-9375-2222
Fax: 612-9375-2121

HONG KONG (Asia Pacific
Regional Headquarters)
John Cho

Lome Zalkowitz

3303 The Lee Gardens

33 Hysan Avenue
Causeway Bay

Hong Kong S.A.R.
People’s Republic of China
Telephone: (852) 2574-0231
Fax: (852) 2834-5670

SHANGHAI

Yam-Wa Lo

521 Wanping Road South
Block B, #1005

Shanghai 200032

People’s Republic of China
Telephone: (86-21) 6428-2917
Fax: (86-21) 6428-2927

TOKYC

Yutaka Nakamae

Hibiya Park Building

8-1, Yuraku-cho 1-chome
Chiyoda-Ku, Tokyo 100-0006
Japan

Telephone: 813-3212-6041
Fax: 813-3212-6046

Design: Inc Design, incdesign.com
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